The course end Pheses 
cf the 

world Economic Depression 


Reporlpresenfeafolhe^srernWy 

J the Ua,ue of Nations 





the Lc&gue 

1931 


of Nations 



IDislributcd lo \hc Members 
of »h.' lJUgue. the Assembly 
and till* Coiii.cil.J 


O.'ntui Vo.; A. 22. 1931 




TABLE OF CONTENTS 


, Page 

Preface 

Annex. — List oi Representatives of Economic Advisory 
Councils and Economic Research Institutes who attended 
the Meetings held at Geneva on March 2nd-‘llh and July 
2nd-4th, 1931 

T. ' Review of Post-war Economic Development up to the 
Present Depression : 

A. Production and Trade 

B. Changes in Demand 

C: Financial Conditions 

Monetary Systems and Capital Markets ; 

International Capital Movements. 

II. Structural Changes and Inco.mplete Adjustment in 


the Years preceding the DEPnEssioN : 

A. Crude Food Industries 3S 

B. Raw Material Industries 54 

. C. Manufacturing Industries 65 

p. Relative Prices and Wages 71 

is. Movement of the General Price Level as a Special 

Cause of Maladjustment 87 

Post-war Inflation 'and Deflation ; the Movement 
of World Prices ; Monetary Itlaiadjustments. 

F. The Instahility of the Economic Situation around 

1928 ' 99 

III. -Business-cvcle Tendencies in the Last Dec.ade ... 105 

IV. The Phases of the Present Business Ctcle : 

A. Bird’s-eye View of the Cycle 116 

B. The Boom . . . .• "120 

G. The Turn . . . ' 128 


13 

19 

25 



S.cI.N. 2,430 (A.) 2.430 (F.) 9/31. Imp. Rinnics S.A. Ltnisanne. 



— 4 — 


"'rr.‘s.rf.ss’''ASi;uv;co™».p«on 

B Vrkes, Wages and ... 175 

r Financial CondiUons. ••.•'•••■ . . . 189 

n Foreign Trade and Shipping .... 200 

n. Atudysis e>! New Capital 

M» rf OP«»' = 

Poiments ; SumiMary. 

/, FunriiEn ASAi.v«s or nm 

pnee ‘Olivets ; Gold Mosemcnls and 

c in .. 

,- Tl!rwSl»l«..ilWE<«n»,lcSs«™lnB.l..l.n 

to the 

VII. Co.n™.0» »n,H n«....n. n-n’nn-n” ' ■ ' ' ' 

rro<Initl«n ; I'ltoi : Mnn'y I '^T‘ ” * 

r»v.„ Enrl.ct D.rr,«loni. 

VIII. Inn SrtUATinn m mn SnMnnR on 1031 3 

Financial Conimtons ; Production ; Commodity 
" Markets ; Wages; Prorus; Trade ; Public Finance ; 
General Ttematka. 


ArrR’<ot^- 


T^M, r __ New Capital Issue* on Foreign Account in the 
Ualicd Stales and the Ualted Kingdom. 1021-1930 .... 
TaS’e II A. — NewGapltallssuesInHieUnlled Stales. 1020-1930 

(Oomcsllc and porelpn) 

Tottf n tk' New Capital Issues In the UnUttl States, ms-ioao 

(OHlrtbutlon ot Foreign Issoes) 


J15 

31G 

318 



5 


Pngc 

Table 111, — Distribution of Foreign Issues in the United 

Kingdom, 1928-1930 320 

Table IV. — World Consumption of Wheal 321 

Tabic V. — Import Duties on Wlieat in Certain Countries . , 322 

Table VI. — Constructions completed, 1922-1930 324 

Table VII. ■ — Changes in the Quantum of Imports and Exports 

of Twenty-five Countries in 1930 325 

Table VIII. — Changes in Quantum of Trade of tile United 
Kingdom, France and Germany in 1929 and 1930 (by Classes 
of Commodities) 326 

Table IX. — Change in the Value of Trade of the United 
States, the United Kingdom, France and Germany in 1929 
and 1930 (by Classes of Commodities) 328 

Table X. — Value of Trade of Forty-five Countries, 1928-1931. 330 

Table XI. — Value of Trade of Twenty-four Countries in 1928- 
1931 (by Groups of Countries exporting Manufactures, Raw 
Materials and Vegetable and Animal Foodstuffs) 332 

Table XII. — Index-numbers of Production (Quarterly Averages) 

1928-1931 334 



THE COURSE AND PHASES 
OF THE WORLD ECONOMIC DEPRESSION 


PREFACE. 

The report contained in the following pages has been prepared 
in the circumstances described below by Professor Ohiin, of 
Stockholm University. The work was undertaken as a result of 
a resolution adopted by the Eleventli Assembly calling for 
“ a study of the course and phases of the present depression and 
the circumstances which led up to it ”. 

In dts . report dated September 29th, 1930, the Second 
Commission of the Eleventh Assembly drew special attention to 
this question in the following terms ^ : 

“ When we consider the magnitude of the losses from 
which the world suffers during a period of economic stagnation 
similar to that through which the world is now passing, it 
is impossible not to be impressed by the almost absolute 
failure of society up to the present to devise any means by 
which such disasters may be averted. The Committee felt 
) that this problem was one which imperatively demanded 
co-ordinated and concerted study, and recommends, therefore, 
in a separate resolution, that the facts and special character- 
istics of the present depression should be ascertained and 
carefully sifted with the aid of work already done by national 
research institutions. ” 

As a result of this report, the Assembly, on October 2nd, 
adopted the following resolution : 

“(16) The Assembly, impressed by the seriousness of 
the present situation, by the general recession of employment 
and trade, by the constant recm-rence of such periods of 
economic depression and the failure up to the present to 
discover any concerted means for averting the losses incurred, 
resolves that the Economic and Financial Organisation of 
the League, which has already been studying the causes of 
fluctuations in the purchasing power of gold and their effect 


^ Document A.79.1930.II. 
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upon the economic life of the nation^, should imaertahe the 
study of the course and phases of the pr^nt depression and 
the circumstances which led up to it. and for this Purpose it 
should collect the information compiled by mstitulions 
already in existence in different countries, centralise such 
infomiation and, where necessary, fill up any }’,aps that 

this purpose, the Economic O^anisation. advised 
bv m particular, the Economic Consultative Committee, 
should put itself in touch with national orRanisalions, whether 
consultative or planmnR councils or research institutions 
concerned with this matter. " 


In execution of this resolution it was decided, after consultation 
with the Economic Committee and the Financial Committee, while 
utilising the services of the Economic Intelligence Sersite of 
the League to the fullest possible extent, to supplement the 
cxistinc staff bv a small additional personnel and to place the 


existing staff by a small additional personnel and to place t 
whole enquiry under the immediate supervision of Professor 
Ohlin. In the autumn of last year previous to this appointment, 
the present Director of the Rnanaal Section made a short tour 
of ceiiain European countries with a view to getting into personal 
cont^ with some of the economic councils and research institu- 
tions which are referred to in the resolution of the A-ssembly. 
Atlhe^^nmagol Match last and again in July, meetings •veerc 
held at Genes*a ol experts from these councils and in.stUuUons, 
among whom was a representative of the United Stales Committee 
on Recent Economic Changes*. 

At the first meeting a skeleton schedule of the present report 
was submitted for consideration and criticism. A shorter skeleton 
schedule was also agreed by the lueelii^ as a basis for memoranda 
which the majority of the organisations represented were good 
enough to undertake to draw up and which, like the Government 
memoranda menlianed below, have proved of the greatest value 
in the preparation of this report. At Uie second meeting, a draft 
of certain sections of this report was discussed and an exchange 
of views on a number of technical points took place. 

' A letler addressed to Governments informinn them of the 
^tniclions which the Ecomimic and Financial Orcanisation 
had received and asWng tJiem to submit any memoranda 
or documentation which they might consider useful for tl 
soon after the AssemblV 
of 1930 ; the skeleton schedule used for economic councils and 
^rch institutes was also sent later to cerUnin wSmeS? 


• A \Ui th«, iortstouwu and th«lr wpr«enut iv« K _ 
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In response to these letters, memoranda were received from 
the Governments of Bulgaria, Netherlands Indies, Estonia, 
Lat\da, Portugal, Roumania, Sweden and Yugoslavia. A report 
on the economic depression in Japan was prepared by the Tokio 
Office of the League. 

In accordance with the instructions of the Assembly, the 
author of the present volume, Professor Ohlin, to whom the 
Financial Organisation of the League entrusted the general 
responsibility for the preparation of the material upon wliich 
it is based, has worked in collaboration with the International 
Labour Office and the International Institute of Agriculture, 
which have furnished him with information and data relating 
to the subjects wth which they are concerned. Unfortunately, 
owing to the postponement of the meeting of the Economic 
Consultative Committee and tlie desirability of preparing the 
report in time to submit to the present Assembly, it has proved 
impossible to consult that Committee as the Eleventh Assembly 
had intended. 

A. Loveday. 

September 1931. 

Financial Section and 

Economic Intelligence Service, 

League of Nations, Geneva. 


Annex to Preface. 

List of the Institutions represented at the Meetings of 
Representatives of Economic Advisory Councils and 
Economic Research Institutes held at Geneva on 
March 2nd - 4th and July 2nd - 4th, 1931, and of their 
Representati\>es. 

Those marhed wUh an asterisk submitted memoranda. 
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Dr. Fr. A. Hayek, Director, 

Dr. O. Morgenstern. 

2. *Belgium : (1) Conseil ^conomique de Belgique, 

(2) Institut des Sciences economiques, Louvain — 
both represented fay Professor Leon Dupriez. 
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Professor Gioo Arias, Member of the Council, 
31. Ernesto Santoro. Minislcro dclle Corporazioni. 
i2) Inslituto Slatistica della R. Unlversita degli Studi 
di Ttoma — 

Professor C. Gini, Director. 


lO.'Netherlands : (1) CommLssioa on Economic Policy — 
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12. Portugal: guKlho do Commerao Exterao — 
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rfLaPouv Mtaisuy of EoonomKS. 

nr. Bermudez Cauexe, r^„ncil — 

/iM^cQUOTuic Toini Secretary. 

14,.UmledKingdon>:( )E_^ D„JcSrid’BO Economic 
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,5. united States ot America: 
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• 1 rhamber o£ Commerce — 

17. International Jones, 
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Cliapler I. 


REVIEW OF POST-WAR ECONOMIC DEVELOPMENT 
BEFORE THE PRESENT DEPRESSION. 


A. Production and Trade, 

The war and subsequent changes and disturbances profoundly 
affected the economic structure and activity of the world. In 
Europe, wealth was destroyed on an unprecedented scale ; 
plant in excess of normal requirements was constructed in a 
number of industries to meet the special needs of wai'fare ; mone- 
tary systems were disorganised and public debts enormously 
increased ; the accumulation of capital was checked by inflation ; 
Russia completely changed her economic and social sj'stem ; 
and new territorial divisions were created. In other continents, 
the area under cultivation of the principal food crops was rapidly 
increased ; new industries were built up by countries which were 
formerly markets for European products ; and the United States 
of America, from being a debtor, became a great creditor nation. 
As between all countries, free intercourse was long subject to 
legal restrictions. 

From the end of the war until 1929, there was a continuous, 
though laborious, process of reconsti action and consolidation 
under these new conditions. The world’s productive and com- 
mercial activities increased rapidly ; but this progress was by 
no means easy or uniform and complete readjustment of pro- 
duction and trade to changing demand was not attained. 

Though the details concerning the development of production 
and trade in this period may be scanty, the important tendencies 
emerge clearly enough. It is possible to measure roughly the 
quantitative changes in the production of basic foodstuffs and 
raw materials in practically all countries of the world, except 



China U is possililx- U. isUinaU thf o( Uu- lutal oulin^ 

of mimna and maixufaclurmj* industries from Uir 
indices of prodiiction for a number «l leading and 
counUies. Slorcover. the deveJopment in the flumilum of 
trade mav Ik' toufiiilv measured by udjustinfi Uu- data rclalme 
to the vilue of trade to (he Rcnerai movwnt of j.nc.p. 

It win be convenient to consider briolly. first, the major 
Chanel'S which took ptace in the froducUoii and trade of the 
difTereiil continental Rroupshelwei-n 1913 and the earlier post-viar 
years up to 1925. and. seiondly. the simil-ir rhanRos iH-lm-cn 
1925 and 1929. Accordinp to the availalde mdiets, the total 
world output of raw materials and foodstuffs in 1925 hatl increased 
more rapidly since 1913 than world population. Output inere.ased 
by 16 per cent, population hy 6 tier «nl. nins the .aiyp-cgale 
destruction of wealth caused by the war had been made good ; 
and the world as a uliole was .ilrv:i<ly in these se.irs richer than 
before the war. 

But, while the .agRreg.ale produetion of wealth Iwd nilher 
rapidly reached and passed the pre-war level, several iniporlnnt 
consequences of the war remained and were eonsolnhiled. 'Hic 
production of foodstuffs increased at a eonsidenihly lower rnlc 
than that ol indi/.sfri.tf raw mati-riah ; asid it is, v! cokim*, 
natural that, as wealth Increases, a gradually diniinUhinj; pro- 
portion o! income should be spent on food, TaWlriji the world 
production of foodstuffs in the period 1909-1913 tia ICKl, in the 
years 1023-1923 it averaged about 100. while the world index 
ol raw material production, on the base of 1913, stood, for those 
three years, at 113, 119 and 130. and it Is probable that the 
output of the manufacturiiiR industries inen-ased even luon.*. 

Another striking result ol the development which took place 
in this period was the difference between the situation ot Europe 
and other continents. Europe sufferesl in the year% munediately 
following the war both from the destruction of her industrial 
equipment and labour force and from unstable conditions. Her 
production did not reach Ihc pre-war level until 1925. Oceania 
^d ^sia had incrc.ased their productinn between 1913 and 1925 
^ -u ’ America by a quarter and South America 
and Africa still more. Every continent, except EurotK'. nroduced 
more per head ot population. The centre of grasitv ot the world's 

fst 


c Stnanrendon «» PivJuctiai 
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Tabic L — Indices of Produclion (uul Tradc^ 1925. 
(1913 = 100) 



Population 

Production * i 
A B 1 

Quantum 
[ of Trade 

Europe I 

101 

102 

103 i 

91 

North America 

119 

126 

127 

139 

Rest of World 

106 

12^1 

130 

1 126 

World 

106 

116 

118 

! 107 

i 


The volume of world trade had increased less tlian production ; 
in other words, a smaller percentage of goods produced entered 
into internationiil trade than before the war. Moreover, while 
Eurojie’s production of these crude products exceeded the 1913 
level in 1925, her total trade was 9 per cent, and her exports 
were 14 per cent, below the pre-war level. 

The year 1925 marks in some respects a turning-point in 
post-war economic developments. Europe’s production probably 
reached the pre-war level in this year ; and the quantum of 
world trade was for the first time greater than in 1913. In 
general, economic conditions, in their effect on production, trade 
and finance, had become far more stable. Tlie adjustment which 
had taken place laid the foundation for a striking economic 
progress in the quinquennium 1925-1929, which is illustrated 
by the chart on the following page (Chart 1). While the 
population of the world increased at ah average annual rate of 
about 1 per cent, its aggregate production of crude products 
increased by 2.6 per cent, and its total trade by 4.4 per cent. 

The main impetus to economic acthit^’^ after 1925 came from 
an extraordinary advance in industrial technique and manage- 
ment — “ rationalisation ” in agriculture as well as in the 
manufacturing industries. Equally important, perhaps, was the 
improvement in the means of communication and transit due to 
the increased use of motor-vehicles and electricity. Finally, almost 
all countries gradually stabilised their currencies ; and interna- 
tional lending on a commercial basis reached large dimensions. 

This progress was of course far from being eitlier general or 
uniform. It was much more vigorous in Europe than in other 
continents. • The aggi-egate production of crude products in 
Europe advanced by nearly 4% per cent per annum, while the 


^ Foodstuffs and raw materials : 

A. Weiglvtcd according to 1928 values. 

B. Weighted according to 1913 values. 
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average annual increase in all other continents taken together 
was less than 2% cent. Even these figures understate the 
case ; for, in the basic year 1925, the European harvests 
happened to be exceptionally good. Thus, by 1929 Europe 
had recovered the ground lost in preceding years and the 
pre-war equilibrium between Europe and the rest of the world 
had been veiy largely restored. 

The rising figures for other continental groups represent 
normal advance rather than recovery. The peak of productive 
activity was reached in 1928 in North and Latin America and 
also in Oceania, their levels being respectively 7, 11 and 
15 per cent above 1925. In America, the drop in 1929 was entirely 
due to unfavourable harvests ; the production of raw mate- 
rials continued to advance even in that year. The net increase 
in North America, where a comparatively high level of production 
was reached by 1925, was less in the quinquennium ending 1929 
than in other continents. 

The tendency, noted above, for the production of foodstuffs 
to lag behind the output of industrial raw materials persisted. 
The average annual advance over the period under review was 
only 1.2 per cent, whereas the production of raw materials 
advanced continuously at the rate of 4.7 per cent per annum. 
Thus it is the output of industrial raw materials which accounts 
for the great progress made in these years. 

Such statistical information as is available suggests that the 
manufacturing industries progressed more rapid^Iy than the 
production of raw materials during the period 1925-1929. The 
available indices of production are given below They are 
compiled by varying methods and are not strictly comparable 
as between tlie different countries. 


Table II. — ■ National Indices of Industrial Production. 
(Base : 1925 = 100). 


Countries 

1926 

1927 

1928 ! 

' 1929 

France 

! 116 

102 

119 

130 

Germany 

95 

120 

120 

122 

Poland 

98 

123 

138 

138 

Sweden 

103 

108 

104 

127 

United lUngdom 

77 

111 

105 

113 

U. S. S. R 

139 

164 

198 

223 

Canada 

117 

125 

138 

154 

United States 

104 

102 

107 

114 


' For sources and details, sec the Slaltslteal Year-Book oj the League of Naltons, 
1930-31 and tlie Memorandum on Production and Trade, 1925-1929/30. 
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The progress recorded in the years under review was • 
wnfined to industries manufacturing capital goods ana c 
sumption goods of a new kind and of a higher grade. „ 

The remarkable growth in the output of iron by ,• 
per cent and of steel by about 33 per cent reflects vigorous ac 

vilv in all the mechanical mduslries.Thecngineeringtradcs.DO 

mechanical and electrical, increased their output by over 
The manufacture of motor-cars rose by 29 per cent and in 
number of ships launched increased nearly as much, allhougn 
the shipyards of certain countries were not fully occupied. Thc^ 
rapid technological change is illustrated by the fact that motor- 
ships accounted for 44 per cent of the total tonnage launched 
in 1929 as compared with 14 per cent in 1923. 

The great increase in the motor-car industry gave a 
powerful stimulus to the rubber manufacturing trade, which 
increased its output bv 40 per cent. The out put of lieas'y cliemicals 
advanced by at least a third. The advance in the timber as 
well as the paper and printing, industries, although smaller, was 
still considerable — about a quarter. > 

Far-reaching changes look place in the technique of heating 
and generating power. Tlicse were detrimental to the coal 


trade. In no other major industry was so little progress made 
before 1923; the inrn.!»««. Af R wj, s„ , 1 .. „♦ Ma\ 


before 1923 ; the increase of 6 per cent in the outp^ut of coa^ 
and lignite m 1929 was quite exccpUonal and larger than in 


the five preceilmg years taken Ic^Wr. The production of 
increased between 1925 and 1929 bv 39 per 
cent, but this uninterrupted advance was exces.sive’nnd the 


"inched unprecedented figures, 
the gross ih m the producUon of electrical energy was still greater : 


’"'ThrrA'iiry «un,al«l at some 50 per cent in four years. 

as-v.el! as the leather and 






products. The net demand for finished 

troni 1925 to 1929 rnaterials 

increase proved too raniit **v.- '* rate of 


anci weaving — made — cotton spinning 

evpnrlcrsol cotton goods wire leading European 


ixpansio: 

Japan — amt. later, by — particularly in 

America and the South 


could not coniinue to worsted trades 

coming on to the market and iL supplies of raw wool, 

wasam-sled. The flaxaiulhemn the industry 
the Icscl of 1925. "^P trades were . ■ 


e unable to maintain 
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The silk industry, on the other hand, showed considerable 
activity and the artificial silk industry continued to gain ground 
from the older textile trades. Indeed, the output of artificial 
silk increased between 1925 and 1929 by some 133 per cent. 
Its relative importance in the whole group of textile industries 
is still, however, small. 

International trade increased more rapidly in 1925-1929 
than in 1923-1925 ; and, as contrasted witli preceding years, 
the increase in world trade (19 %) outran the increase in pro- 
duction (11 %). Europe, with an increase of no less than 22 per 
cent, regained her pre-war position. As prosperity increased, 
the demand for foreign products and particularly for industrial 
goods rose. Above all, the trade in manufactured articles 
underwent a remarkable expansion. The re-organisation of 
industry in Europe and industrial development in other parts 
of the world caused considerable capital movements, especially 
in 1927 and 1928, and these, in turn, provided a great stimulus 
to international trade. In spite of restrictions on the supply 
in a number of countries which normally export capital, and 
a heavy fall in prices, there was a further increase in international 
trade in 1929. 


B. Changes in Demand. 

During the period under consideration, profound changes 
in the structure of demand were taking place and were calling 
to an exceptional degree for a corresponding adaptation in the 
productive system. Slow changes in tastes and habits are no 
new phenomena, and in the past — more especially in periods 
of prosperity — new demands have arisen and the relative 
strength of old demands has shifted. But the intensity of 
Certain of the recent changes has been peculiar. This is partlj"' 
due to the influence of certain new commodities like the motor-car 
on conditions of life, but mainly.it is the result of the unpreceden- 
ted increase of productive activity in many parts of the world, 
bringing in its train an unprecedented increase in income. In 
certain countries, State education and social insurance — against 
unemployment, sickness, and old age — have had the effect of 
diverting a part of national income from investment to con- 
sumption. Again, the proportion of persons gainfully employed 
has been rising. In many parts of the world the strildng fall 
in the ratio of children to total population and the increased 
employment of women in industry has led to a larger growth 
in family incomes than is showm by statistics of wages and 
incomes per head. And, if the first of these factors has affected 
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more espccuilly Ihc wcU-to-do classes of society, the influence 
of the second has been largely conRued to the %vagc-eamers, 
wiiosc chanqma stand.uds of living have been largely responsible 
for Uic ihaiujcs in relative total demands. 

■flic change m the agc-distribution has been most pronounced 
in Euri'pe. In Germany, children under 15 years of age consti- 
lull’d 31 per rent of total population In 1910 and only ^.8 
1 >. I tenl in 1925. In England and Wales, the corresponding 
peiiuil.ige was 30.7 in 1911 .incl 27.8 in 1921 and is estimated 
to have dropped to 23 by the middle of 1928. In many other 
Hnrnpeaii countnes — and more especially in industrial countries 
— a siiml.ar tendency may be obsciA'ed. Such distinct movement 
cannot be obscrN’cil for other continents from the results of the 
I911>-n and 1920-21 censuses; but from the annual figures 
for births and deaths in the last <lcc.adc it may be safely interred 
tlial, in North America and Oceania at all events, a similar 


process has begun. 

Tims, income as'aibble for expenditure on objects other 
than the prim-arj’ neces.silits of life Iws been growing rapidly. 
Instc and leisure have been indulged and the oiler of novel 
producls. ssliich enh.mce the comforts and amenities of Ute, 
lias met with a re.ady response on the part of the consumer. The 
diet of the Western countries is becoming Jighler nnd more 
varied, more expensive, more ad-iptcd to the needs of a society 
in whifh manual l.diour is diminishing in importance. There 
Ins been a rchlivs* decline hi the world consuinpVion of cereals 
and .1 hc.H) growth m that of fruit, dairy products and some 
of 11 k "0010111.11 gCKrds ■*. Cotton ami wool have been giving 
pl.ivi’ to silk mid urliticial silk. Lighter and finer clothing is 
now retimred. Motor-cars, wireless sets, gramophones, electric 
appliances of all sorts, creating and satisfying new demands, Iwvc 
gradually perincat»Kl the world's markrts. 

lint sucli generalisations as these nalurallv require many 
•luahljeations. In coimtnes m which Westem’customs do not 
prevu'd or in which the omditions mcnlioncd above have been 
wh'ill) or i.irgcly absent, indications of change are citlier incon- 
ilusive or else point to a dWerent movement, liic conclusions 
set forth idwvc <lo not apply to the years of reconstruction 
Hmncdi.itoly followiiig the war. In certain cnnuirics Ger- 
many. Austria -- in which a large proportion of the popu- 
I'.dinn was lisiug under starvation conditions at the end 
of Uic war, economic recovery was nl first accomjinnied bv a 
lieiisy riw m the demand (or the prime neressilu’s oi hfc. Uul 
titter Mie desclopmcnl in these countries Kcms to have l>c ii in 
me wme dicvctum as elsewhere in Eurojw. Tlic chaiigi-s have 
t ^ilntts in the relative demand for certain 

f dstufTs which ]>ri>r(iumUy modifiei! the condition of various 



branches of agriculture did not obtain over a large part of the 
globe. 

What is of importance, however, is not that demand failed 
to change uniformly in all countries, whatever conditions prevailed, 
but that broadly similar conditions in a large number of countries 
did lead to certain extraordinarily uniform changes in consumption 
and that these changes were calling for a constant re-adaptation 
of the world’s productive system. 

* 

* H- 

Total food consumption per head is highly inelastic. In 
the United States and the United Kingdom, the average con- 
sumption of food per head, by weight and by caloiy, was veiy 
little higher three or four years ago than in the years before 
the war. When physiological needs for food have been fully 
satisfied, not more food but a greater variety and finer qualities 
of food are required. But habits of diet alter slowly and the 
changes in relative demand for different foodstuffs noticeable 
since the war had, to a considerable extent, begun to operat'' 
long before. Secular movements, in many countries checked 
or arrested by the war, resumed their normal course or were 
accelerated, Tliis is particularly true of wheat. In the United 
States, the per capila consumption of wheat flour has long been 
declining, as the following figures show ^ : 

tS89 1899 1909 1919 1929 

Wheat-flour consumption 

per head in the U.S.A. 

(in lbs) 223.9 222.2 209.7 195.4 175.2 

It is estimated ® that the consumption of wheat per head 
(excluding quantities necessary for sowing) in the world as a 
whole fell about 4 per cent from the last years before the war 
to the period 1925-1930. The increased consumption of bread 
in certain Asiatic and African countries, and the gradual subs- 
titution of wheal for rye bread in many parts of Central and 
Eastern Europe, have been more than offset hy the very striking 
fall in Western Europe, Oceania and the American continent. 

Some of the major changes in the position of other foodstuffs 
may also be hriefly indicated. The w’orld production of meal 
was by 1927 over 15 per cent and by 1923 over 20 per cent 
itbovc the 1913 level. World popnialion had risen liy 
about 10 per cent in the same peiiod. The con.sumptton of 
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meat has of coynso not increaswl umfonnly iti al! CTuntrics. 
la the i'niled States. somethinR approaching saturation point 
appears to have been reaehed. for there was a steady decline 
per cdpi/d between lt)2; and t92S. On the other hand, m certain 
European eouutries. where meat consumption was iicnyUy 
reduced diirmg .ind ininiediately alter the war. there has since 
been a rapid n-tum to approximately Ihc old demand. In 
Swil?t rl'»i)d, for example, meat ronsoiiiplion per head fell Irom 
42 kilos in 1013 to 25 in 1921. It rose iinintemiptcdly to 41 
kilos per head in J929. This factor — the refnm to oh) habits 
of coiisumpttan after the s\*ar — lias been of considerable 
importance, "nic iuige mcrease In German imports of cofTee .and 
cocoa after 1920 was obviously of a different onler from the 
corres\wmdi«g increase in demami in the United Slates, ft 
gave no necessary indication of a long-time trend in the change 
of demand. 

Fur the Umted Kingdom, detailed figures are asmilabtc which 
sliow the elunges in consumption per head from 1913 to 1928. 
llic increase for animal foods is sinking. Fruits, tea and tobacco 
were also consumed in much latcer quantity than before the 
war, while the consumption of beer declined almost to half 
its pto-wur figure. For potatoes and sugar the change was 
insignificant. 


. Tahlflll . — }lonte Consttmplhn per Head in Ihe Untied Kingdom.^ 
(Lbs.) 



1913 

im 


1913 


Butter .... 

9.9 

11.6 

Beef 

oo «> 

S3.1 

M.arcariue . . 

3.7 

2.7 


13.7 

23.1 

Cheese . . . 

5.a 

7.3 

Tea 



Coffee .... 

0.6 

0.77 




Eggs (number) 
Dried Fruit . 

5G 

•t.S 

CO 

6,1 

Beer (gallons) . 

27.9 

16.2 


The scanty infoniKitton as'uiiable for other countries gives 
eiideijce of .a siind.ir tendency'. The consumption of mifk, 
fruu JiHa sxgetablcs seems to have risen conlinuouslv in Uie 
United States. 

Contrary’ to the development in tfie Unileri Ivingdom, mar- 
gartne consumption seems to be growing in cerlain countries, 
as shown! fay the following figures : 


In "« Rwyloni 

m 19.3. only intiudmj Xertbera Irrland 


In 19U incUang Ir.tmd ; 
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Table IV, — CoJisumpiion of Margarine. 

10t3 1026 102R 

U. S. A. (lbs) 1.45 2.12 2.46 

Denmark (kgs) 15.6 20.7 22.0 

It is worth noticing that the rise in tJic consumption of mar- 
garine in Denmark and its high level have been accompanied 
by a decline in the consumption of butler, in spite of a consider- 
able improvement in the standard of living. 

The market for coffee has expanded comparativety slowly 
since the war. On the other hand, the world consumption of 
sugar has risen dramatically by 70 per cent between 1920-21 
and 1928-29. There was a rise in per capita consumption in 
almost all countries — 17 per cent in Denmark between 1923 
and 1928, nearly 20 per cent in the United Slates between 1919 
and 1927. The consumption of cocoa has also been growing. 
Imports of crude cocoa into the United States rose from 64,300 
metric tons in 1910-14 to 156,000 in 1922 and 230,000 in 1929. 
The habit of eating and drinking chocolate has, of course, 
been enonnously extended. 

In many parts of the world — especially in America and 
Western Europe — there has been a pronounced shift in demand 
away from those foodstulTs which require much preparation at 
home. Canned products, ready-cooked meats and vegetables 
are being eaten far more even than ten years ago. 

An examination of the demand for ihdiislrial products shows 
that it is the huge growth in the consumption of these products 
generally, and not changes in tlie relative demand for various 
kinds, which is most striking. Rising incomes mean that a decli- 
ning percentage is spent on food and an increasing proportion 
on other commodities. Moreover, habits of consumption have 
been revolutionised by the introduction of certain recent inventions 
— motor-cars, the aeroplane, wireless, gramophones, cinemas, 
etc. This revolution, which has affected to a greater or less 
extent all classes of society in all parts of the world, is one of the 
outstanding phenomena in the social history of the decade 
preceding the present depression. Only some very brief indica- 
tions of the growth in the demand for these new industrial products 
can be given here. 

Motor-cars, excluding lorries, registered in the United States 
rose between 1919 and 1928 from about 7 to 21.4 millions and in 
the United Kingdom from 260,000 to 998,000. The total number 
of cars in the continent of Africa rose from 189,000 at the end of 
1926 to 347,000 at the end of 1929. In Asia, the corresponding 
relative increase was almost identical. In the United States, 
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there were 60.000 wireless sets in use at the beginning ol 1022 
and 7,500,000 six vean later ; a similar increase has occurrea 
in other countries as seen Irom the loUosring table : 


Table V. — Nuniberof itodia Scls.^ 
(OOO’s omillcd) 



ItCI 

tear 

M>y 1631 


. . 500 

2.000 

3,822 

Great BriJ.ain 

. . 1.100 

2.500 

3.731 

Italy .... 

. , — 

tl 





200 

53-i 


. . (w 

2G0 

320 

Japan .... 

. . 5 

25S 



Tlie construction of residential buildings, mealing the demand 
for bathrooms and modem household anplianceSi has been 
proceeding apace. The t’altic of electrical nouseJinld appwnres 
produced In Uio United States In 191 1 w.as less than $3,500,000. 
By 1927 it had risen to $77,500,000. ^ ^ 

Amusements, Intellectual and other, nnd sjwrt nbsorb more 
and more ol the time and money ot the community and n number 
of industries — manufacturing articles of sport, publislimg, 
building, the cinema — have prospered greatly thereby. North- 
Ameiican and European films has'c penetrated to all parts of 
the n-orld. 

Almost all consumers’ industries have felt the influence of 
increased demand in the period under consideration; but there 
have been certain important exceptions. Tlic staple textiles liave 
been seriously depressed ; cotton and -wool have lost ground to 
silk and artiiidal silk. In the cotton and unol industries, those 
sections which produce mediuni- and cheap-quality goods have 
been the most seriously affected. The relatii-e development of 
the production ol tli^p industries has been briefly touched 
upon in the last section. 

Wiule the consumption of d^rettes has uicreased enormously 
in all parts of the world, the demand for cigars and pipe tobacco 
has in genera! dcclmed. The production of cigarettes increased 
by 50 per cent ifi_thc United States between 1919 and 1923. 
that of dgars nnd pipe tobacco fell 8 and 13 per cent respeclirt-dv. 
Similar charges are recorded elsewhere. 

Tlie above ob»r>’ations on the clianges in demand ni the 
post-war period lead to the conclusion that not only were 
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the changes very considerable, but a large part of the new demand 
was much less stable than the old. The satisfaction of more 
secondary needs had come to play a much larger role than before 
the war, and the character of these needs and the goods and 
services required to satisfy them are likely to shift more easily. 
Hence, the task of balancing consumption and productive 
capacity would appear to have been more difficult than before 
the war ; and it is probable that some maladjustments from 
this source existed in 1928 and 1929 (compare Chapter II). 


C. Financial Conditions. 

1. Monetary Systems and Capital Markets. 

After the war, the currency systems of the world were seriously 
disorganised and unable to stand the severe strain resulting 
from the financial difficulties which prevailed during the 
first years of peace. Hence, price levels and exchange rates 
fluctuated violently everywhere. A very serious decline in 
wholesale prices in 1920-21, which appears to have started in 
Japan, spread to all those countries which were tiying to maintain 
a more or less fixed exchange rate on the dollar. In other coun- 
tries, a continuous policy of inflation was pursued and the value 
of their currencies in tenns of dollars declined rapidly. Finland 
alone chose an intermediate policy of maintaining a relative 
stability in internal purchasing power while abandoning 
the stability of the currency in terms of foreign exchange. Its 
wholesale price level has remained almost unchanged since 1920. 

Gradually, however, conditions became more settled. Ex- 
diange fluctuations became less violent, as is shown in the follow- 
ing table which shows in liow many of the thirty-six countries 
considered the difference between the lowest and highest quota- 
tion of the dollar was not over 10 or 20 per cent of the lowest 
quotation : 

Table VI, — Fluctuations of the Dollar Exchange.^ 


Year Not over Not over 

10 per cent 20 per cent 

~ 1921 1 country 6 countries 

1922 8 countries 15 » 

1923 11 ,) 15 » 

1924 12 » 22 » 

1925 21 » 26 » 


’ Source : Memorandum on Currency and Central Banks, 1913-192*1 and 1913-1925. 
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After 1922. the doliar exchange was kept relatively stable in 
several countries, and tv-n years later the gold standard was 
introduced in Sweden and the gold exchange standard m some 
otlicr countries. A large number ol others followed the exaniple 
of the United Kingdom in 1325 and rctomed to the gold stmidara, 
or carried out a de {^ch stabilisation of their currencies in relation 
to gold. 

In Centra! Europe, tnllation Iiad proceeded much more 
nip’idly tlian elsewhere. In some of these countries, tlie 
currencies had lost pniclicnlly all their value. Tlie wliole 
of their economic life was dominated by this fact. Tlius any 
re-oi^anisation of their monetary sptems was extremely difTicuU. 
With the ussistincc of the League of Nations such a re*oigani- 
sation was, however, carried out successfuUv in jVustria as 
early as 1922. and in Hungary in 1921. Tlie stabilisation of 
the German currency in I92i-21 was accompanied by tlie 
draning-up of a plan — the Dawes Plan — for a reparation 
seltlemeiit. An international lo.an of 800 million marks, floaletf 
successfully in the autumn of 1921 on the basis of the plan, 
was an outstanding event in post-war financial progress. 

After 1925. currencies were kept fairly stable, es'cn in coun- 
tries where the currency had not been legally stabilised on 
gold. But in Beljpuni, franco and Poland innalion continued, 
and the currency UcprKlated. Here aUo the next two years 
s.aw a re-organisation of the monetary systems, following upon 
drastic financial reforms nhicb turned deficits in the pnhlic 
finances into surpluses and thus reduced tho Govemmoatal 
demand for ads-ances from central banks. France and Belgium 
chose to return to the gold standard on a basis whicli did not 
make a deflation of their domestic prices necessarv. Their indus- 
tries thus escaped the hardships of deflation, whereas industries m 
Italy, Denmark and Norway had once more to face the dilliculiies 
which they had encountered during the period of deI!.afion in 
1920-21. The various ways in which the return to the gold 
stand.ard was carried out exercised considerable influence in 
subsequent years upon the economic lifcof (he countries concerned. 
As the most irapti.nant South-American countries slabilised 
their currencies at about the s.amc time as France, the great 
tnajonty of the world's monetary systems had been restored to 
order by 1928. Even in countries like Spain, where a paper 
standard sUll prevailed, that year marked a comuaratir^Jv 
qui^ period, mlhout important cuirency disfutbances. 

noticMble faefor in post-war monetary development 
which wdl be dealt with |a(er, was that cold wi almost conti- 

S‘l927 m“d honever, the 

jears 1927 and I92S brought more normal conditions ; during 
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thirteen months of these years considerable amounts of the surplus 
gold in the United States moved to other countries. 

In most countries the re-organisation of monetary systems 
went hand in hand with a consolidation of the capital markets. 
As State budgets came to be balanced, one important source 
of demand for credit disappeared and rates of interest tended 
downwards. This tendency was more pronounced for short- 
term rates than for long-tenn rates. Compared with pre-war 
times, the supply of short-term credit was apparently increasing 
more rapidly Ilian the supplj’ of funds available for long-term 
investments. 

It is probable that the need for short-term banking credits 
for the financing of trade and production was smaller than 
befoi'C the war. Manufacturers keep smaller stocks of raw 
materials, and traders of finished goods. A more rapid turnover 
of operating capital has been achieved in manufacture by improved 
technique. Sales on credit by producers to traders, among 
traders themselves and by traders to retailers were less popular. ' 
Instalment selling, which grew in favour, was largely financed 
not through direct bank credits but by special financial companies 
through the sale of finance paper. Mergers, combines and chain 
stores eliminated small firms, replacing them by large corpora- 
tions. These preferred the more permanent method of raising 
money on bonds and stocks in order to finance their business. 

On the other hand, the demand for long-term credit was 
considerablj'’ higher. This was due to extensive borrowing by 
Governments and to a serious need for capital investment in 
order to repair the devastations of the war and to finance new 
inventions. Thus, for intance. the general spread of motor-cars 
called for new and more expensive roads and the so-called 
“ rationalisation ” movement demanded a larger permanent 
capital for the equipment of plants. 

This intensive demand encountered less readiness on 'the part 
of lenders to supply capital for long-term investment. Lack 
of confidence in the stability of currencies, reluctance to accept 
a lower interest rate than that to which tlicy had grown accus- 
tomed, unfortunate experiences of loans lost abroad, and other 
factors contributed to this attitude. As a result, long-term capital 
was scarce and rates were higher than they had been for many 
years before 1913. 

These conditions naturally influenced the credit policy of 
private banks. In many countries long-term credits grew in 
relative importance and time deposits tended to increase more 
than sight deposits. 

Tire high interest rates for long-term loans did not seriously 
handicap those enterprises which were able to procure funds by 



issuiiJg shares, the prices o! which showed a strong tendency to 
rbe, ns will be scon m the following table : 


Table VII. — Index A’ojnf»r« 0 / IndusfrinI Shares.* 


Vtutlj i\erji:e j 

\Si4 liJ*! 
« 100 

1 switKibad I 

|Nonunal«-^100| 

L'nited I 
Kingdom ; 

mi =• 100 I 

Vnllod 

States 

1926 = 100 


101 

{ 121 I 

100 ! 

70 


93 

1 138 I 

109 j 



, 100 

167 ' 

115 1 



, 131 

201 

121 



1 142 

1 217 

112 

1 151 

1929. 

i 120 

236 

139 



Tire growth of speculation had some disquieting aspects. 
But, on the whole, the period wp to 1928 restored monetary 
systems and capital marKtls to a more normal condition. 

In view of their unfortunate effect upon the present depres- 
sion, tl is necessary to describe the cliangcs in interuationhi 
capital ttiovemenls after the war rather tnorc fully than the 
subjects hitherto treated. A short analysis of the prc-w'ar 
rituation will afford a background. 

During the half-century before the war, international move- 
ments of capital expanded very rapidly. A continuous flow 
of long-temi capital from Western Europe to the rest of the 
world took place, though not of course without heavy fluctuations 
from year to year. It has been estimated that by 19M the total 
capita) investments of Great Britain amounted to $18,000 million ; 
the net-foreign assets of France amounled to almost hall th.it 
figure ($8,700 million), while the eom-spomling German figure 
was S5,G00 million. It is not too much to say that the building-up 
of modern industry and transport in most of the important 
areas outside Europe was made with the help of European capit.al 
and could not have bten done with anything like Uie same speccl 
without it. Tliis holds true also of the development of the 
Ujiited States, which in 1914 had borrowed something like 
SS.fW nullion abroad. Considerable exports of American 
capital to other countries had brought the total foreign assets of 
this country up to more than $2,000 million ; thus the net debit 
of the United States amounted to something like 83,000 million 
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inoro capiiaJ her.inie avaiJ;»blt for other borrowing coiintrn'5. 
MorooNcr. rnmce h:\tl begun to export capital in 1921. Nevw- 
thek'55. several af tile foimtws suffering most from the scarcity 
of capital were still excluded from the international muTkets 
Tot funded capital owing to their unstable political and monclarj’ 
situation. Tluj. were forced to continue borrowing on short 
temj. On the'wholc. however, the years nfter 1920 s.^w a 
cmisKierahle expansion ol capital niovcmenU which were, in 
general, difierent Troni those xrhidv took place before the war. 

When the German reparation proWem had bectj settled with 
iheD.iwesplaoin 1921. anew pcnod of lorthcr expansion opened. 
TTjl' Panrs Joan was Ibo first ot a series of laijje- bond issues 
whereby Germany absorbed rnore foreign capital than any other 
conntry (hiring the next foar 3 '«»rs. and front heing — ap.irt 
from her reparation Habililies — a creditor rountry, WcamCf 
in 19^. the most heavily indebted countrs' m (he world after 
Canada. 

Sever.vl c.oualrics other than Germany, which had previously 
been to a large extent excluded from the international capital 
roatket, went through a simtiar experience after (he stabilisation 
of their currencies. Up to and including 1921. Ihe bulk o! new 
ioons floated in the United Stales for turopcan account was 
rnlsetj by capital-c-xporting countries which here ro-Iendlng. 
tWcGy on short. tem\, to countries which were unable to raise 
long-term loans. As the following coropartirive table shims, 
the issues on the Kew \cuk ««nket widen wcri; l.nken over bv 
the Um'rtd Kingdom, l-'ranco, Helgium. tJic Netherlands. Sweden 
and Switieilanil, were tow\T, absolutely as well as rclalivclv. 
than the total European issui's after 1921- 


TobU Vlll. — Disfritufion of European fssues in the I’nilcil 
Shies of .fmerica. 


% .000.000*5) 

ls»u»5 lor 16 * itcr>.nit ol ' 
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Even during the latter 
however, cerluin countries 


part of the period imdct review 
ra turopp. smo«g them Pciland,’ 
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Roumania, Yugoslavia and Bulgaria, could only borrow to -a 
very limited extent on foreign bond markets. 

Another interesting change in the capital movements of 
these years deserves mention. During the period 1920-1925, 
the vast majority of the new capital issues for European account 
went to Governments and municipalities, whereas from 1925 
onwards issues for industrial enterprises became increasingly im- 
portant. Foreign capital was thus being employed to a greater 
extent than in previous years directly for the development 
of industrial production. 


Talk IX. — Net Export of Capital 1923-1929. 
$ (000,000’s). 



U. S. A. 

u. K. ’ = 

France ‘ ’ 

Canada • 

1923 

130 

700 


44 

1924 

538 

380 

— 


1925 

. 586 

261 

— 

277 

1926 

92 

—29 

— 

173 

1927 

517 

482 

504 

51 

1928 

1,036 

667 

235 

164 

1929 

233 

672 

-29 

-87^ 

Total . . 

2,872 

3,133 

— 

729 


Information about the magnitude of capital movements 
is unfortunately scanty and somewhat inaccurate. The pre- 
ceding and following table give estimates for net exports and 
imports of long- and short-term transactions for countries 
showing the largest movements. The United States and the 
United Kingdom invested abroad approximately the same sum 
during this period — somewhat more than S3,000 million. Germany 
and Australia were the leading boiTOwers.- 


' Indirect estimates, calculated on the basis of figures relating to merchandise, 
gold and services. 

= The figures exclude Government capital transactions. 

’ The figures exclude amortisation of Inter- iUlied debts. 

* Xet import of capital. 













Tablt X. — iVei Imparls of CapUaJ 1923-1929. 
S (000,000*^ 
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One itn})ortant aspect of capitaf movements in these years 
U that not only short-tem. but also long-terui, capital moved 
intross-currKiis- TbfcWvwcvowtTywosjldbotblropotiaud export 
large sums. Available flpures, how«\-cr, exaggerate Djc ampynts 
insx’steil by other countries in the lending cDmitrics. TJie movc- 
jncnte v>t 'scevsnties bacWwatds stud lorcard^ Me respawiblc 
(ot the high capital import flgarcs m these countries *. 

SompiiTtpvsstO!io*:tte gccgmphicsl distribution of tlio British 
and American lssucs"canbeotiUimed tromTnbles J-IU 

In Uic Appcn<ii.\, According (o the fiEurcs there shown, the 
European share of the United Slates and Oritish issues lor forrign 
account fell from JO (>ef cent in 1925 to 39 par cent in 1023. 

These brttrnalional tapHal helped lo twlocu ^ht: 

dUcoepancks between interest rates in different countries. Tlie 
price of long-Jero) capital in mosl coantrhs leUf but ifio deerpase 
•was ns a Tutc tesspronmmeed lor lending than lor borrowirigcoun- 
trlcs, in «hich wtes were on higher level. A contraction of 
Ihi' -spJvad bein-fcn short-term money mlcs took pl-jce sinjii/tfi- 
neousty. Ourtao wwd the- tarty parvol \^iS, thm- tell 

m most b<jrro’jrtflg tountnev In lenditu; countiics other ‘than 
rnince and Belgium, where rates were dominated by currency 
contfiHous, rates increased slighllv. 
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This movement in the direction of an international equalisation 
of money rates came to an end in most countries towards the 
middle of 1928 — that is, at the beginning of the boom in the 
United States which culminated one year later. (See table in 
Chapter V — C.)‘ In the case of German}’- and Austria, the fall in 
money rates had been arrested earlier and an upward movement 
had begun. It was followed later in the year b)"^ a somewhat 
smaller increase in other European rates, and indeed those of 
all Central and Eastern European countries, e.g., in the United 
Kingdom, the Netherlands and France. A reaction look place 
in most countries early in 1928, but German and Austrian rates 
remained — and have since remained — far above those of the 
lending countries. The German minimum open-market rale, 
which during the first quarter of 1927 coincided with the British, 
was about 1% per cent higher during the last quarter ; one year 
later tlie discrepancy had risen to 2 per cent. 

The price of long-term capital in Germany was affected 
in the same way as money rates. Quotations of bonds of nearly 
all other countries, borrowing as well as lending, rose in 1927 
and reached a peak in 1928 (that is, actual bond yields were 
at a minimum) ; but in Germany the maximum bond prices 
and tlie minimum yields were reached about one year earlier. 

Table XL — Actual Percentage Yields of Certain Bonds. 



Germany 

U. S. A. 

U. K 

Roum.ania 

Jlisc. bonds 
8% and Icssj 

00 prime 
bonds 

Consols 

2‘/i% 

Govern 

bonds 

Dec. 

1926 

7.6 

4.6 

4.6 

12.4 

Feb. 

1927 

— 

4.5 

4.6 

11.4 

iVlay 

1927 

7.0 

4.5 

4.6 

i 9.1 

Dec. 

1927 

7.7 

4.4 

4.5 

9.8 

June 

1928 

7.9 

4.5 

4.5 

7.5 

Dec. 

1928 . . 

8.0 

4.6 

4.5 

8.5 

June 

1929 • . 

8.3- 

4.7 

4.6 

9.3 


The causes of the increasing scarcit}'- of capital in Germany at 
this early date are not very clear. Certain factors which tended 
to reduce the inflow of foreign capital appear to have been decisive. 
In tlie first half of 1927, tlie German loans floated abroad were 
greatly reduced partly owing to the fact that the exemption of 
such loans from the 10 % tax on the yield of capital was vdthdrawn 
from December 1926 to June 1927. Moreover, certain financial 
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British investments abroad were considerably larger — something 
like S20,000 million. For France no figures are available, but 
it is estimated that her investments stood at about 60 per cent of 
their pre-war figure. Germany, instead of being a creditor, was 
heavily indebted. Apart frpm reparations, lier net indebtedness 
on long-term account was about S2,500 million and on short-term 
account SI. 500 - $2,000 million. 

Looking back on the period before the present depression, it 
will be Jound that, on tlic. whole, the foreign assets of all lending 
nations were growing and the net indebtedness of most debtor 
countries was also increasing. Long-term capital movements 
were about as large as before the war, but tliey were much less 
steady ; the cross-currents were more numerous and iiirporUmt 
and the mechanism of international capital movements was more 
complicated. This partly explains why tlie distribution of the 
world’s gold stocks was such as to make the position of many 
central banks very vulnerable. 

The organisation of international finance has undergone 
a profound change, a change the very newness of which has 
involved dilficulties and weaknesses at one point or another, 
- London is no longer, as before the war, the dominating 
financial market with a controlling influence on short-time capital 
movements and bj'- far the greatest lender on long-term account. 
In 1927r28, New York was almost as important and it was 
"clear that Paris, although temporarily handicapped, would soon 
emerge as a serious rival with a' consideraljle capacity to export 
capital, the prime requisite of an international financial market. 
,It was inevitable that this new organisation of international 
finance should -handle things dilTeiently from London before 
-The war, when decisive power was concentrated there. The 
' three markets had not yet found satisfactory methods of co-opera- 
•tioir, and the leading financial houses in the different countries 
had 'different traditions and experience. Moreover, although the 
funds available for export in the United States were at one moment 
or another very considerable, the importance of that export to 
the whole economic aj^stem of the country and the apparent 
. immediate importance of maintaining a steady flow of capital 
was not so great as in England. Neither the need nor the 
tradition of foreign lending was so strong. In France, the 
' tradition had been temporarily bi'oken by the special difficulties 
which she had had to face and by the losses of foreign investments 
from which she had suffered. During this period therefore, 
when many borrowing countries \vere suffering from a serious 
dearth of capital, the streams available for their irrigation 
flowed, not with persistent regularity, but spasmodically. Not 
a little flowed into^ wrong channels and was lost. Not a little 
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Nvas liable to be sucketi iMck s«di\enty into the reservoirs 
whence H had con\e. .... 

The iHstabilitv ol the international rmancial situation •was 
enhanced bv the 'largo increase in the proportion of total loans 
made on short-term account. Tliis development was due largely to 
the lack of confidewce which created a desire among the general 
pubiic to keep a large proportion of lliejr funds in liquid form. 

Tlie manner in which they were Ukcly to react was less 
easy to foresee and a new element of uncertainty thus arose. 

'The insecurity of the position was increased by the fact 
that the vety countries -whose credit W3.s likely to be most 
alTeclcd hy p'oVilical changes had incurred foreigri indebtedness, 
partly of a short-time character, on a very large scale. It has 
bccn eslimoled that, by the year 1929, Germany bad borrowed 
abroad no less than IkOOO million marks or $2,000 million on 
a shorl-tenn basis The exKlcnre of Large fi-xed inlen-st charges 
is alw-AV' d.ingervus. U is all <he more so for countries which are 
likely to be hard liil by a depression or subject to con.si(lerable 
wiliidrawaK of foreign short-term capital. Thus the existence of 
all obligation on the part of Gennany and some other countries 
lu a sunitar position to pay large sums as interest on foreign 
loans and in raparalions coaid rot but contribute to n feeling 
of instability in the world of mttrnational finance. Germanv’s 
oblig.ntioiis were rigid ; bat the in- and outflow of foreign capital 
was uncertain. 

For siniiLir reasons, the position of Australia and several 
bouth-\m<riean countries was somewhat unstable. They hud 
grown accustomed to a large inflow of foreign capital and 
? large burden of interest obligations — as illustrated in 
Ihe following table : 


Tobfe Xfl. — Xrt fnlcresl oiped obrood {— ) or fo be rollecled from 
abnad (-f) per head 0/ the popufafion, 192S. in dollars ‘. 


Now Zealand .... --27.G 

Australia —27.5 

Canada — 22!3 

-Argentine . . . . —17.4 

Union of South Afnea — 9 8 


Norway . . . 
ttenmark . . 
Hungatv' 

i'.s.a:. . . 

Great Bntain 


- 6.7 

- 3.8 

- 3.0 

+29'.0 






inlcntat.aMl J>o* nrj 


Belanrrt /’ayrnwls. 
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othex' South-American Slates — is to be found in the character 
of their international trade. Their exports consist largely of 
raw materials, which are likely to fall heavily in price during 
a period of depression at the verj- moment when international 
capital movements are apt to change in such a way as to 
put, in any case, a strain on their balance of payments. In 
such circumstances, it is difilcult to make a smooth adjustment 
and to prevent a breakdown in the credit structure. 

Taken as a whole, the international financial position in the 
years before the depression was much less stable than before the 
war. 



(^inpter 11. 


snUCTl'R^L r.llW.K’^ 

\N-l> INr.OMPir.TE NDIISTMKNF IN THK YFAR5 
PUKlEliJM'. inn DEPBKSsUiN 


CsvDr F«>oi> I.M>i smjFs. 

Tl^e prcs.cnl chapter deals \atl) cerlain changes in the stniclure 
of the economic organism nhich ma> exercised on iniporlam 
inliiiencc on the char.'cU'r of the |»n‘sn\l depression. PnrticuWt' 
aitentum is draw n to certain f nndaincntal cliangcs in Ihc ecowotn'C 
9\stetn which Iiu'i not. around the year ItGS. hccfi folIow4<t«h?*- 
Ac nccessars re-.wl.ipt dion of the various econnmit' eWineids 
and hart cnnsettucnllt civen rise to a mtics of so-called mala<l‘ 
justnteuls. Such structural chmnjvs and maladjustments cxercj^ed 
a douWe influence. Tliey ere-Hnl an unsloble situation,, likely 
to he easily upset when nttaeVed l>y ouUiile dislnrhing forces — 
as, for instance, a depression iu the business cyefe. Secondly, the 
ch.inges in the b.4sic eVnienl-s of the eeonoinic structure which 
had hegnn at this time continued and thus wade necessary its 
further fumiamenlal rcadiuvtmcnl. As this could only be i ffected 
slowly .and with great difficulty, some of the alrc.id\ extslingevils 
tended iu the following yc.rrs to become more pronounced. Tliis 
of fouise vi-ould ha\e happened apart froiu nny crisis and would 
have liad its own depressing effect on business conditions. Tii 
fact the slructurai and the cyclical depressions occurred more or 
less siniultanenu>ly and it is not surtwislng that their combined 
effects n-suhi’d in a serimis rconamic crisis, * 

In an analysis of industries producing cnide foodstuffs it is 
natural to begin with cereals and to reter especiailv to wheat. 


‘ :>c< t iupl tf VI — c Ulon. 
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the principal item in this group of commodities. The somewhat 
abnormal character of the situation is shown by the tollowing 
figures for stocks of wheat during the last decade: 

Table L — Woild Stocks of WicaL i 
August of each year. Metric tons (000,000’s omitted). 


1921 10.2 1926 10.1 

1922 10.8 1927 11.3 

1923 11.1 1928 13.4 

1924 12.4 1929 21.3 


1925 9.3 1930 19.0 

These figures seem to indicate a certain tendency towaids 
over-production, especially from 1927 or 1928. In spite of the 
fact that the 1926 and 1927 ciops were very light, stocks did 
not fall. 

The total quantity of wheat available for consumption outside 
Russia and exclusive of seed requirements had inci eased about 
10 per cent between 1909-1913 and 1925-1929. - Comparing 
the average figures for these two periods, the population of those 
parts of the world, excluding Russia and China, which consume 
nearly all the wheat produced, had piobably inci eased by some 
13 per cent. The greatest increase, however, took place in South 
America and other countries, where the consumption of wheat 
is lower than in Europe. If there was o%'er-production, there- 
fore, it must have been caused by a falling off in demand. 

A closer analysis of the tendencies of supply and demand vdll 
show that already in 1928-1929 underlying forces weie making for 
over-production. This term is taken to mean that total output 
can only be sold at prices which do not cover the production costs 
of the majority of producers or, in other words, a tendencj'^ of 
supply to exceed demand at a profitable price. 

The following table, which compares the leceiit acreage under 
wheat and the yield per acre in different parts of the vorld 
with the pre-war figures, illustrates the changes in the factois 
influencing supply. 


‘ Source Wheal Studies, Stanford Unlversitj. 

= Acies dc la Conference inlernalionalc priparaloire dc la dcuxicme Conference 
mondiale du ble, Romo 1931, p.ages 298 If 
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Tadfe II — Wheat Aereage an<I \irld. ‘ 


< i 1 1 

'20.3 27.1 28.5,28.1112.0 12-/ 

'}<) 9 ' 18 6 sn.l , 30.1) i 6.9 7.2 

: io.O ' 21.3 ’ 23.7 , 21 7 , 9.9 9.9 

1 0 i 8.9 ‘ 9.6 I 10.2 ' 13.3 12.4 

3 1. 1.1 I 5. 1 { 5.7 i S.l 7.1 

60' 0.0 7. 1’ 8.1*5 6.6 8.S 


Duniiir Ih)' wnr the area under w.heal in Exiropc declined by 
a filUi. the consequent dcftfiency in supply being nuiie up 
rhiefK by the United Stales ami Canada, nhere the nrc.a m 
1919 uas nearly twice as large as in the period 1909*1913. In In® 

> ears lolloping Uic s\ ar . the wheal-^wing area in Europe began 
lo approach the pR'.u'ar level, this movement being very pro* 
Rounwl in Russia, wlicrc Ihc tol.sl nbcat are.a had at one time 
docllncil by a third from pre-war figures. \\3iilcthc\*nUcd Stales 
reduced iicr \slicat acreage during the lirsl voars alter the war, 
other important overseas countries continued their wartime 
cspaiision In 190^1913. the total acreage under \shcal In tlic 
United States, Canada, Australia and llic .Argentine was 32 
million hectares; in 1926-1029 it had risen to-16nutUon heclans. 

T1m» yield per acre, of coor«i. varied lo^. In Europe it 
recoNcred from the low figures whicU were chiefly due to direct 
amt indirect war devastations. In Canada and Austrafii. it 
remained at .a lower level Ibaii in pre-war ilays, while il rose 
considerably in the Argentine. 

Tlie factors which explair these changes r.i wheat areas and 
yield need some further dii,,i5sioa. 

The first important dian^' inpost-war agriculture which it is 
necessary lo stress is the great development of the use of machi- 
nery. Progress h.ad of coarse U'en rapid before the war; after it, 
however, new and more efficient machinery was introduced so 
extensively as to change agriculture raditmUy over lar<’e areas. 

i-or gram cultivation in general, and espeei.s11v for wheat- 
growing. cheap traction power is of very great impo'rlauce. The 

•IKs!*' «t AjnroBartI Slaliiiicj. Rohm. 



large-scale introduction of tractors led to considerable reduction 
of power costs in many countries. This was particularly 
true where oil was cheap, labour expensive and rent low. The 
saving was greatest in areas where a single crop like wheat 
predominated and where the harvest required a large seasonal 
increase in the demand for power. The tractor met this demand 
efliciently and cheaply, as it can work unexhausted twenty-four 
hours a day and needs no attention when the season is over. 
In other countries where labour and fodder were cheap, farmyard 
manure valuable, oil expensive, farms small, rent high, and 
fanners conscr\'ativc, the tractor brought little or no reduction 
of costs. 

Evidently, the tractor influenced costs chieflj* in the grain- 
exporting countries with extensive cultivation and only to a 
much smaller extent in the importing European countries. The 
greater use of tractors in the foi-mer countries is seen in the 
following table, which shows the sales of American tractors : 


Table III. — Exports from and Don'teslic Sales oj Tractors in 
the United States, ^ in 1928. 

Argentine 4,8'16 Hungary 1,018 

Australia 4,409 Italy 2,001 

Canada 20,983 Russia in Europe . 4,606 

France 1.289 United States . . . 99,491 

Gennany 3,016 Total .... 141,689 


Like the tractor, the combine, a macliine which reaps and 
threshes simultaneously, has increased enonnously in impor- 
tance in recent years. It had been in use since the 1860’s, but 
only in dry districts, whei'c climatic conditions permitted simul- 
taneous reaping and threshing. It has in recent years proved 
possible to extend the use of the combine to those sub-humid 
districts where most grain is grown and in which it is often 
necessary to cover the ground twice in order to allow the grain 
to dry Ijefore threshing. 

Like the tractor, the combine has reduced costs of production in 
regions where topographical conditions are suitable for it and where 
farms are fairly large. It has had little effect in most wheat- 
imporUng countries where farms average smaller, cultivation is 
intensive and frequent alternation of crops traditional. Another 
reason for its small influence in the latter countries is that in 
most of them straw, which is left on the field by the combine, 
is a valuable part of the harvest. It is not surprising, therefore. 


* Source : Vnlled Sla(es Foreign Commerce, 1928. 



— 42 ^ 


that the nxinibor of vombrnrs has incnfawl rhieny Jn 

Canada, the fni.i-hor of .01 m U-*. 

m 102.S and 7 2 .>t n 59-0 Durir.jj ibe period 1023*10-0, abom 
as.OM fonil-)!!.-. \\i‘rv Mdd iu lh« I'mlcd St.dos. 

Ihe bMini .na.lc m 102S-2h. The Arfieidmo bought 3.1bl 
111 102S and n.'iU m 1020. Ihus the combine wn« ams jus-i 
beemnin' to have Us cftccls oi\ lante*’«*a5‘* fanwii\g_0''i''^'^* 
m the ventre pmeding the dcprijssitm and Jvad praeticaily uo 
iinix.rLiin-c set m Europe 

CcMdea machiuery. ncis seed t-aricties and tirj'-farTTung nnyc 
made pcxsthlc the culJfvalioii of nhcat and other grams m 
(orrihinVs where 0 lew u-ar^ af?> if wouUl have been economicany 
irjpnssibV. Ttie appliealmn of sewntibc methods to the seleclJon 
rtf sccd.s and plants U one ol Uia -.tnluns ‘factors m post*T>'ar 
ogncullure. U h id of smirse b.j§un In^forc the •sear ; but it 
only in recent \ ears that the rovoluUoiiary effects of these method'' 
has e begun tci appear and it seems proliabfc that their influence 
vnll gro'\ in the future. A fw e^amplea of the important 
Improsemetils made may he inenltoned. Tlte vast areas of 
Sorthem Canada had long been dwmed unsuitable lor wheat* 
growing because of the snort summers sshich made impossible ’ 
the maturing of kuon-n s-anelies of wheat, oUhouch Uievf mstneU 
ate m other respects excellent tor llie purpose. The devclopmcnl 
of a variety of wheat svhich needed onls- about 100 days, instead 
of 130. to reach maturity fm created pobSihiliUes’of wheat- 
growitig in Utese enormous areas. Before the dopresston. whent 
prcduclion in Jhese districts was growing rapiuly. 

In the western districts of the L'nifcd Slates and AuslraVia, 
it was lack ol humidity which prevent^ the growing of wheat' 
and other grains. New drought-resisting strains have led to 
considerable wheat cuUivaliou at very low costs because the 
combine can be used here to particular advant.T'c. 

While jt isa relatively easy matter to {irtKlare .s snrietv which 
one specific ad\-an!ace . oarh inaturitv or strength 
of straw), experience h.iv sltow-n it to be a verv dilTjcult matter 
to produce a vanrty which is superior in all respects to tJiosc 
wread\ grown. Tlic new \-arielu*s have coaswiueatlv proved 
most useful ui such couuIim^ ^Pere it sras important to overcome 
f-S.. too short a summer. Where 
favourable, as in most European countries, it 

nl -e ^ wheat-groiving 

S™lSS“;X tSfcr? 's!'"" ft "p-l-wnins i t 



of fertilisers became 

vr,er Ibe ^v^v, the Tetls 

Oui^rcasem '^etu '‘’‘"'T'' r''Tho\v to use fertilisers 

Uic average price „ ^j^i.^icrs bave lUe increased use 

..nnlber reason is K whole, tpe improvement 

s?3SsSiS»S#f5H 

LlfliS “i>.W"S '' F fcn U;o>.gl' ii- “"f 

ligiimtl 

rccr.ab,l«'- led a« . 

TaUc n . dPO's otmUed). 

Metric tons (OO"’",,.,,,, rw 


A.i'gentine . • • 
Australia . - • 

Canada . • • • 

India . . • • • 

Russia . • • • 

United States . 


1909-1913 

2.4 
1.1 
2.0 

1.3 
4.1 

1.4 


1926 

2.0 

1.4 

6.8 

0.2 

1.0 

3.4 


1928 

5.3 

1.6 

9.9 

- 0 . 004 ' 

- 0 . 2 " 

2.1 


Kussiti . • ■ _ . . 

United States . • • • Anncuimrai smtistics- 

e- 

* Imports. 
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■nn? changcJi in tiu- production and e\ports of Russia have 
aircady been meiUtotied. In 19^, there was even a small net 
import of s\hcat. Fiom the point of view of an analysis of 
world pnce«, it i-, not neces&arv to study the variations in domestic 
consumption in Russki, whicii ia ccntrolly coalroljed. From the 
point of view of the rest of the world, it is Russian exports that 
nutter As T.ihk IV shows, these were very large before (he 
ivar. After thi war, however, Russian exports had pracUcally 
dise.ppe.ueil fimn the world market and Europe had turned 
overseas for its supplies. Tins disapjwarance of Russia is the 
(lui't factor which explains why the incrca.se of overseas wlical 
production had not led to a lurk of halaiice between demand 
and supply lung before !928-29. It is obvious therefore that 
during the' latter years the situation had become unstable. If 
Russia were to appear again as a large exporter, the balance 
on the world muTkets would be upset. Russia did not do so in 
1928-20 partly because the Russian crop in those years was low. 
This helped to deceive the world as to the real character of the 
siluatioj] As a matter of fact, and as later experience proved, 
Russia was making strenuous efforts to increase its production 
and exports of wheat by the introduction of the same methods 
of largo-scah* farming Ib.al had been used so effectively oveneas. 
The number of tractors rose from about 2.C00 in 1921 to .about 
31,000 in 1923. The number of combines also increa.sed r.i/wdjy. 
These and other factors made possible the apjiearaiice of .an 
increasing supply of Russian whe.at on the world’s markets 
in the following years. 

The above analysis of supply condition in (he pioduelion of 
cereals tells, of course, on!v part of the story, ft is also necessary 
to discuss briefly the character of the denmnd Slocks only 
became swollen after 1927 and cwn aflei tliat ti^- crowth 
although in itself considerable, w-.is m«,iU reiiuve to lota] nro- 
ducljon. Since no organised <k-struction ol .storks look nbiv 
practically .all the wheat produced was roiisumprf llioueh con- 
sumption per capUa w.is nu greater lime before the nar^ This 
.ccim to indicate a f.nrjy Kd.mci'd posiRon. aUhouffh the irrowih 



comniodilies, A rising standard of living has made people turn 
to more expensive foods. Thus the demand per capita showed 
a tendency to decline. 

It is uVeessary to take into accoimt, however, that wheat 
is used not only for human consumption but also for the feeding 
of animals. Unfortunately, what quantity was used in this 
way during the period in question is not known. 

Tl is probable, however, that onlj' a small percentage of the 
world supply of wheal and lyc was used for animal feeding. 
Any substanUal increase of this ])erccntage is also unlikely unless 
wheat becomes available at exceedingly low prices. In other 
words, the possibility of using wheat for animal feeding may 
serve as an ultimate check on wheat prices during a decline, 
but will not prevent a drop of prices to a level below the costs of 
the majority of European producers outside of Russia. 

This brief study of demand and supply conditions of wheat 
around 1928-29 suggests that the over-production was relatively 
slight. Had it not been for the diverging tendencies of supply 
and demand the situation would not have been menacing. The 
world, in fact, seems to have been at the first stage of a develop- 
ment leading to a lack of balance between supply and demand. 

Given thetcndency towards increasing production in 1927-1929 
at the existing level of prices, over-production and a price drop 
at a not-di.stant date were to be expected. The demand for 
cereals being relatively inelastic, the fall in price would probably 
be considerable. This situation would continue until it had 
led to a reduction in output, probably through a reduction of 
the wheat areas in certain districts. Such were the prospects 
for the years folloAring 1929, if nothing unexpected intervened. 

One qualification must, however, be added. The demand 
for wheat in some important countries in the first stages of 
industrialisation has been increasing slowly but substantially. 
China’s annual net import of wheat in the period 1924-1929 
reached 1,500,000 quintals, while in 1909-1913 there was a net 
export of about a million quintals. Further, 3,500,000 quintals 
of wheat flour were imported, as compared with 750,000 quintals 
in the pre-war period. In the chief tropical countries, the con- 
sumption of wheat flour per capita has risen by about 13 per cent 
since 1913. It is obviously not impossible that the future demand 
from these sources may become so large as to affect fundamentally 
the situation of wheat in the world market. So far, however, the 
influence has been slight, and the chances in 1928-29 were that, 
during the next tew years, demand from these countries would 
remain small, if wheat prices kept on a level profitable to the 
majority of wheat growers. This demand, therefore, could not 
prevent over-production and a drop in prices. (See Chart 2.) 
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One important aspect of the movement of prices and the 
production of wheat before the depression was that the bumper 
crop of 1928 did not lead to any considerable drop in prices and 
thus brought about no tendency to a restriction of wlieat-growing 
in the following year. This partly explains why, in spite of a 
j-elatively light crop in 1929, the carry-over was abnormally high. 
Of course, the maintenance of prices at a fairly high level after 
the autumn of 1928 was due to the fact that part of the crop 
was withheld from the market and stored. 

This policy began in Canada in 1927, partly under the influence 
of new marketing organisations, the Canadian Wheat Pool and 
its associate organisations. The Pool pursued a deliberate policy 
of maintaining prices. At the end of August 1929, it held, or 
had bought for future deliverj’’, 80 million bushels, wliile the 
total carry-over in Canada was 87 million bushels. The influence 
of this policy on Canadian wheat prices, especially since the 
autumn of 1928, can be seen in Chart 3. 

The policy of the Canadian Pool was, of course, not the only 
reason for the increase in stocks during these years. There seems 
to have been a general expectation that the drop in wheat prices 
which .had taken place since 1926 could not continue, and that 
tlierefore it would be profitable to store wheat for some time 
and sell it, when market conditions had changed. In that way 
prices were maintained in the autumn of 1928, and wheat-growing 
was not contracted as the following table shows : 

Table V. — Wheat Acreage outside Russia and China: ^ 
Hectares (000,000’s), 

1926 92.3 

' - 1927 94.6 

1928 97.8 

1929 ‘96.4 

, 1930 98.8 


The apparent contraction in 1929 does not mean that a 
mraller'area was sown. The crop of that j'-ear was not good, and 
in consequence was in many districts not harvested at all, the 
area affected not being included 'in the statistics in certain 
countries. For instance, in Argentine the acreage haivesled 
in 1929 was 2.6 million hectares smaller than in the preceding 
year. 


‘ Irak, Palestine, Syria and Turkey are also excluded 



Chorl 3 * 
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The maiatonanco of prioes dtiriijf? Ilie lni£»er part of 1929, 
when the bumper crop:; of 192H were put on the market, on a nol 
much lower level than in pivvious years prolecled the farmers from 
ji eonsiflerable rcdncliou in incomes. There has been a general 
impression that a crisis in cereal-farminc; started a year before 
the downward turn of the business eyrie in the early autumn 
of 1929. Fuels lend little support to this opinion, as the drop 
in prices was largely ofTset by the increase m volume. Otlieiid 
estimates of the total value of crops in the I'niled .Slates and 
Canada show a reduction by only I % and 1 % re.speclivcly. 
For other countries corresponding estimates are nol availahle 
but the value of the laop of cereals, aerording to ealcnlalions 
based on prices and qnaulitic.s of the most important of them, 
.seems to have increased in Anslraiia. Germany and Italy and 
to iiave declined very lillle in (he Argentine and France. 

OiheiTacls point in the same direction. For example, in Australia 
where farm products in 1928 accounted for 87 per cent of llu' 
total export value, the average exports in 1924-1927 were £1.89 
million, in 1928 £13.3 million and in 1929, in spite of the drop 
in wheat and wool jiriccs in the last quarter, as high as £121 
million. In Argentine exports, farm procluct.s are even more 
dominating, accounting for O.a per cent of the tola! in 1928 ; 
the annual c.xport value in the period 1924-1927 was S920 million, 
in 1928 .$1,030 million and in 1929 $9.53 million. In New Zealand, 
where exports of animal foods arc decisive, and in coffec-exporling 
Brazil (see below), farm incomes in 1929 seem to have been on 
the same level as in the previous year. 

It is impossible to escape the conclusion that, in the j'oars 
immediately preceding the depression, the situation with regard 
to supply and demand wa.s only just beginning to lose its 
stability. No heed, however, was paid to the signals of 
warning and no adjustment attempted. Hence, whether a 
business depression bad ap|)cared or nol, llie world jirice of 
cereals would certainly — in tlie absence of crop failures - 
liavc moved downwards. 

So far attention has been conceulrated on wheal as the leading 
cereal. The situation has been slightly difl'erent for tiie other 
cereals, of which rye is used for both human coiusumjition and 
' the feeding of animals, while oats, barley and maize are used 
mainly for the latter purpose. While the prices of various qualities 
'OT wheat declined by 10 to 25 per cent lietwecn 1926 and 1928, 
the prices of rye, barley and oats rose 20 per cent and more, 
and maize 30 per cent. 

A certain tendency to a shift in the relative extent of Liie 
various cultui’cs is noticeable, but only since 1928, when wheat 
prices had begun to drop from the high level of previous years, 
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although not without great difficulties — large enough in certain 
mixed farming districts to affect considerably world wheat 
supplies, or whether nothing but a reduction of the food- 
producing population of the world could keep supply on a 
level which made profitable prices possible. 

As a matter of fact, the arrival of a severe depression did 
keep down demand for the more expensive animal foodstuffs and 
did make a shift from wheat growing to the production of other 
foodstuffs still more difficult than it would otherwise have been, 
viiiually preventing also any transfer of labour from agriculture 
to other industries. Thus, prices of both cereals and animal 
foodstuffs were depressed to veiw low levels, as wll be further 
described below. 

As the analysis so far has been confined to animal foodstuffs 
and cereals, it is necessary to add something about other vegetable 
foodstuffs, especially sugar and coffee. In the production of the 
former commodity important structural changes had taken place 
during and after the war. The price of raw sugar had fluctuated 
widely, but from 1924 the tendency had been downward, as the 
follovdng table shows. In 1929, the price was only two-thirds of 
the average for the five years before the war. 

Table VII. — Price of Sugar. ^ 

(Cents per lb.) 


Year 

Java 

White 

New York 
Raw 

Year 

Java 

Wante 

New York 
Raw 

1910-13 . . 


2,718 

1925 . . . 

3,412 

2,562 

1920 . . . 

9,712 

— 

1926 . . . 

2,867 

2,568 

1922 . . . 

3,212 

2,977 

1927 . . . 

3,194 

2,959 

1923 . . . 

3,866 

5,240 

1928 . . . 

3,503 

2,470 

1924 . . . 

4,411 

4,186 

1929 . . . 

2,214 

2,001 


In the years preceding the war the output of beet-sugar was 
about as large as that of cane-sugar. The proportion of the former 
had been I'lsing for several decades, but during the war tended 
downwards. The war, which caused a reduction of European beet 
cultivation, stimulated a development of the cane-sugar industry. 
In 1918-19, cane-sugar production reached 75 per cent of the 
world supply and in the following year almost 79 per cent. Beet- 
sugar output had then fallen fiom 7-9 million tons before the 


* Java, annual average sijlhng price ol V.J.P. wliilc sugar. 

New York, open market price o£ raw sugar. 

Source ; Java, Amsterdamschc Batik; New York, Willel A Gray 
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and reduced consumption. Pi'o.tective tariff policies and bounties 
jiavc; of course, worked in the same direction. 

^ ’ The continued growth of stocks and the low prices of raw 
; sugar in the years hnmediately preceding the depression show that 
- output exceeded the quantity that could be marketed at a price 
■ profitable to the majority of producers. 

’ V ; The:development of this industry since the war and its position 
. /in’^S-^O offers great similarities with that of the wheat-growing 
ihdustry.V The stimulus to production outside Europe given by 
r the .war, the technical progress which reduced costs only in certain 
/regions, the refusal to let prices drop and lead to a restriction of 
,i output, in regions With liigh costs, the consequent limitation of the 
/ iYee world in'ddcetand increase of stocks under the influences 

‘‘ phefforts to maintain prices are aspects common to both industries 
./and'Otimportance as affecting their position and prospects in tlie 
/fpifpydhg yearV.’' ' / , 

:4:i;/;.T}ie::.cqnditiohs_Y a. third important world staple 

' c^mmo to some degree similar.. .As seen 

f from,. the ;;table/below,.. stocks w accumulated and prices were 
/maintained' ^t'..aklevel yvhich'/stimulat^ ah expansion of the 
, ,rndu'sttj.;and;inad’^^ outrun consumption. 

diiipiil/: Stocks and Price of Coffee. 



'.'dutp.ut ‘■'(Tons : ;,0p0’s) 

.■Stocks .’. (1,000 bags) 

Price 

■pfwojtd;;’ .V 

-k;.: Brazil 

..Iii Europe 
U. S.:A. + 
Brazil Ports. 

•In interior 
of stale of 
■Sho Paulo 

Rio 

de Janeiro 
Rio No. 7 
Gold. frs. p. 
quint.al 





•i “ ■ ' - ' ‘ 

' ■ -■ 
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•: ■' '.^1 : ••• • 

166.71 
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87iv 


4,592 

238.80 
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■:1,7SG k 

,178.67 


BhU * 


v.-th571 

2,833 - 

156.87 

Bk £ & lit nUffil 

iBIKMa 1 uH 

mmm 

mmm 

(3,312 : 

487., 14 

3927^23:/^;:/-: 

;/ -.2,208 

:M,502a 

(5,729 ; 

::H;672 : 

.180.37 




Y:-5;383A 

' - 8,785: 

98,09 




Wmm 

; 21,210 • 

58.71- 
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Before the ^var. \\r.{\-y anntial Iluctaations in coffee prices 
were normal mvl. to miu^tc these, producers 'mBrazi!, a country 
v.hich held and holds a commanding position, began to organise 
the cany-ing'oa er of a part of an abundant crop to sonic later year, 
\\hen the crop was smaller. A few years after the war this policy 
was exU'iuIcri to the si>«allcd « permanent coffee defence , 
which aimed at .» maintenance of the price at a " fair " level. 
By V ithholding from tlie market an ever-increasing slock as the 
tiihle shows, it was possible to keep prices at on attractive level. 
Production expanded sliniuiatcd hy the high price, which made 
coffce-plaiiUag very profitable. Not only did the area planted 
increase rapidly oulstdc Braril — in Colombia, for ev-amplc, it 
increased by more than onc-lhird between 1926-192S, and in 
Haiti by .about tinc-Ioiirlb — but also in Cmiil itself the area 
iiirreavvd 25 jicr n>iU m Uitt s,\mc period in spile of some attempts 
to courvU'rart this tendeuey. To continue such a policy for long 
was cvulcntlv itiijifissible. A f.sclor which did much to weaketi 
the position was that the stocks were financed chiefly by foreign 
loans. If the .stocks bad been financed by taxes on the coffee 

f itantcr?, less money would liavc been available for new planting, 
lootn tendencies in gencral would have been counteracted and the 
financial position of the country would Iwve been less sensitive to 
changes In the international credit condUiens, 

After this brief review of the position of some of the important 
crode*food industries during the years prcci'ding the depression, 
oticnlioa will be ealleil to industries producing raw niaterbls anti 
half-finished goods- 


B. Baw-Materiai. Industries. 

■Hw* stiuaiion in the raw-materi.sl iiwUistries around 1928-29 
was even less clear than that in those proihicing crude-food 
pro'tucls On the whole, output does not nnnc.sr to have 
increased more rapidly iii the years following t32o than durhic 
mnnv varlj.T penjiis. * 

WT.it nutters, howvxer. h not the aggregate incrc.ise or the 
Jebln-r^iT’r’ commodity, but the increase 

hs ni, in Ihr roiij)tnr% uhicli eomume by far the largest part 
Tr '«f"'ased demand 

maVn i nfi J father than for greater 

-ntej llome ; condiltoiLs the demand for new raw 
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To form an opinion regarding the position of raw-material 
industries in the period preceding the depression, it is necessary 
to examine not so much ad)solute figures of production as the 
figures for prices, stocks and unused productive capacity. Here 
again the interpretation of facts is difficult. That raw-material 
prices were on the whole declining in the years up to 1928 and 
relatively stable in 1928-29 before the depression does not prove 
any tendency towards over-production. Technical progress in 
almost all the important raw-material industries was rapid dui- 
ing this period, and declining prices seem to have allowed the 
earning of fair profits by the majority of producing units. 

The growth of stocks after 1925 and especially in 1928-29 
is, however, a circumstance favourable to the opinion that a 
tendency towards over-production did exist. As, however, 
stocks in practically all cases were small relative to annual 
output, a study of such figures alone is far from conclusive. 
The same applies to an analysis of surplus productive capacity, 
such as was very evident in the case of some minerals. Unused 
capacity is the normal situation, not only in manufacturing 
industries, but also in raw-material industries, and it is difficult 
to determine whether excess capacity during these years was 
above or below normal. 

One circumstance which seems to indicate a lack of harmony 
between productive capacity and demand during the last yeais 
before the depression is the influence of monopoly control of 
several important basic commodities. Attempts were made to 
keep prices at a profitable level, without, except in one or two 
cases, restriction of productive capacity. Hence the effect of 
a period of prices that were fairly high when compared with 
costs was not only to reduce demand — through a larger use, 
for instance, of substitutes — but also to increase productive 
capacity. Rubber, copper and nitrates are conspicuous examples. 
This tendency of monopolistic policy to increase capacity in 
relation to demand and thus to create an actual or potential 
surplus capacity in 1929 has many points in common with what 
has happened in the case of wheat and coffee. 

The following observations are intended to convey an impres- 
sion of the position of tlie more important raw materials during 
these years. 

In the case of rubber, both supply and demand are extra- 
ordinarily inelastic. Trees cannot be tapped before they are 
five years old ; consequently, high prices cannot lead to immediate 
increases in output ; low prices, on the other hand, largely fail 
to reduce supply, partly because native producers are not afraid 
of " spoiling the market ” but continue to produce and others 
follow their example. The period under review has been domi- 



Chorl 4. 



and the use of reclaimed rubber. Tiie laller factor reduced 
demand and thus contributed towards tlie ensuing rapid drop 
in prices, whereas the new planting had no effect on output 
before 1930. In view of the fact tliat the increased planting 
in 1925-1927 was bound to lead to an increased capacity five 
3 -ears later, llic situation in 1929 must be regarded as very 
unstable. Slocks were large and had been growing since 1926, 
and as production exceeded consumption in that N-ear b)-^ 65,000 
tons, or Sy^ per cent, some over-production clearly existed. Only 
an increase" in demand many limes larger than that which had 
characterised the last decade or organised restriction of output 
could have avoided further over-production. 

Cotton and wool prices dropped considcrabl}- in 1925 and 
1926, possibl 3 - under the influcjicc of changing fashions which 
reduced the demand for clotli. From then until 1928 llicir prices 
kept relativel 3 " stable and fairl}- high compared with pie-war 
da 3 's. In 1928, the average price for American cotton in 
Liverpool was 56 per cent and the London price for wool more 
than 100 per cent above the 1913 level. 

Colion production shows no distinct trend in the five \'ears 
before the depression. Slocks were large, but not larger "than 
they had often been before. The conditions of supply seem to 
have been dominated b}- the activities of the cotton weevil in 
the United States, which reduced the crop certain 3 "ears to a very 
small figure. There was cerlainl 3 ' no clear evidence of over- 
production or of an 3 ' tendency in that direction. (See Chart 5.) 

The case of wool was somewhat dilTercnt. Production was 
rising rapidl 3 '^ — about 30 per cent in si.x 3 'ears — and demand 
for woollen articles was continuousl 3 ’^ increasing. As no reliable 
figures of world stocks are available, it is difficult to say whether 
the high price level reflected a stable position. There is no special 
reason for assuming, however, that stocks were exceptional or 
exce.ssive relative to annual output. 

The price of raw silk declined from 1925 to 1928. Given the 
considerable technical improvements which had taken place, 
the price in 1928 about one-third above the price in 1913 would 
sugge.st a comparativel 3 f favourable situation. The tendenc 3 '^ to 
increase output was very strong in the 3 ’’earsimmediatel 3 ' preced- 
ing the depression. World stocks ai'e not known; but there is no 
special reason for assuming that output was increasing much 
faster than demand. 

Increased demand for natural silk in a period when artificial 
silk was coming into use more and more affords striking evidence 
of the rapid rise of the standard of living, particularly in the 
United States and Europe. The competition of artificial silk 
seems to have been much less severe than was generall 3 r expected 
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a few jTars earlier. Tlie annual output was probably onlj' about 
2 per "cent of the total output of other textile raw materials 
(compared by weight) and, although it was rising rapidly, it could 
not radically change the situation for the other textiles in the 
course of a few ycais. 

The very favourable prices of artificial silk during the greater 
part of the post-war period naturally led to large increases in 
the capacity of the industry Avhich finally overtook the rise in 
demand. Hence prices around 1928 were falling and a considerable 
surplus capacil}' seemed probable. Numeious attempts towards 
international regulation of the artificial-silk market did not cover 
sufiicient producers to exercise lasting influence on the price level. 

Other organic raw materials of great importance are timber 
and wood pulp. The prices of these products remained at a 
relalivelAOiigh level during the larger part of the post-war period. 
This was parliculaily llie case with timber, in the market for 
whicli Russian competition had almost disappeared. Prices in 
1928-29 wore 50-C0 per cent above the pre-war level. By that 
time, however. Russian exports were increasing fast, although 
from October 1927 to September 1928 the total for timber and 
manufactured wood was 40 per cent below the pre-war figure for 
the territory now comprised within the Soviet Union. In the 
following year il had practically reached the pre-war level and a 
future increase was planned. Even before the depression, pro- 
ducers in ScandinaA ia had restricted output to counteract the 
effects of the increased Russian supply. It AA^as clear, hoAvev'er, 
that A'ery substantial reductions of production in countries 
other than Russia AA'ould be necessary, ev^en in the absence 
of any business depression, if prices were to be maintained on 
a profitable IcA'el. 

Pulp prices had also been remuneratiA^e up to the depression, 
but it Avas CAudent that the increa.se in capacity in 1928-29 in 
Canada, the United Slates and ScandinaAua, at least as far as 
certain qualities of pulp are concerned, were so rapid that a 
corresponding increase of demand at existing prices was impro- 
bable. 

The eA'idence pointing toAA’ai'ds the existence of over-produc- 
tion or excess capacity in the case of inorganic ruAV materials is 
more conclusiA’'e. 

. <^oal industry, more especiallj’^ in Europe, aa'Us subject 

.^°^Plcx set of influences Avhich tended to restrict demand 
narroAV limits and to create very con- 
capacity. 

decluied in bicreased in certain European countries and 

Geman rpnn under tlie influence of the ncAV frontiers, the 
laraiion payments in Idnd, technical development. 
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demand for real rama.nci stable lalbe '"““.“Sue 

a nrc--war aimiial increase of t per cent. The output ^ 

(ijd, however, grow considerably. This ,„j,s;on 

most import-ml source of power, in spite of the great expansion 
of manufacturing industries, is of course to be „ 

growiiin use of other sources, such as oil and water. It has been 
calculated that the increased use of these two sources of eo'^r^ 
for purposes where coal wonW haie been used before the 
has reduced the demand for the latter by 200 milbon tons 
annually. Further the technique in the use of coal was inuett 
unproved, and considerable economies effected. The price oi 
coal varied a great deal from country to coiintrj*. owing to the 
influence of import duties, subsidies and differential transport 
rales. The export prices were low compared svitli costs of pro- 
duction in most mines. Nevertheless, supply was maintained 
partly because mines deteriorate rapidly if they an* not workeiJ, 
partly because of the artificial stimulus afforded by Governments 
and coal cartels. Bui Ibe productive capacity of several countries 
was not fully utilised. Monoporislic rogiihation of coal markets, 
winch was considerable, did not succeed in stabilising conditions 
from a world point of Yinv. 

oils of courre developed in an entirely different 
manner. In contrast mth 'hatof eoal. the output of niinernl olU 
increased owr tOO per cent fnim 1020 lo 102D. Mntiy new oil- 
fields were discos en-d and developed and technical progress was 
rapid. For instance, the new “ fnifkiiig ■' piocess raised the 
pcrrenlage of benzine obtained from oil by 50 per cent. In 
spite of the large Influence of certain inlcraational concerns, 
production temicif to exceed demand at existing prices, ft 
proved evcoediiigly ditncuU to n*stricl output, as new wells were 
opened up ami worked even oben prices were low Further, 
well.owiiers were afraid to stop production, as oil mi'’ht be 
drained off bv another well in the same field in the i.eiohboiirhocid. 

declined in 192" 

and 1.1.^. while m 1920 a slight advance occurred. The level 
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Chart 6. 



Sources : Stocl<s : London <ind Camhridt/r economic Service. 

Produclion ; Sinlislireil Yenr-Booh of the Lcmjtir of Naliotn. 
Prices : Slnndard Slalisltcs, 


' Stocks : >\orlli and Soutli America (rolined and blister). United Kinedom, 
Havre, Japan (al! kinds). 



had been formed and bad acquired the control of 00 per cettl of 
^vo^^d production. Export prices ntre maintained on a Jugb level, 
especially in 1920. The high prices sUmalatcrl an oxpan^mH oi 
production in mines with relath'cly high rosl.s. U seems clear 
now that capacity around 1929 ww increasing above the level 
niuch demand could he r.xpeclcd to reach at the then existing 
prices. One factor which influenced the situation was the growing 
use of suhstitiilrs lor copper. 

Tlie prices of the most important other non-ferrous metals 
were falling in the years preceding the depression. For instance, . 
the price of fend fell stea<Uly after 192.0. except in 1929, svhen it 
was influenced by cartel policy. Slocks rnounled steadily, as 
Chart 7 indicates, and output expanded in new miues with 
verj’ low costs. It is difficult to escape the impression th.at a 
considerable suqilus capacity was developing. 

Tlu: production of :inc "was ako growing fast under the 
influence of technical progress. Stocks were rising, but wx'rc not 
coHsiderable, and there is no evidence of over-production before 
1929. Tin production was also expanding, but stocks did not 
rise until the beginning of 1928. Since then, however, they Imvc 
increased considerably. 

When it Is borne in mind that the period 1028-29 was on the 
whole a boom period during which slocks might base, been 
expected to fall and prices to rise, the situation of non-ferrmis 
metals strengthens the view that a certain tendency tosvards 
over-production wn-s already showing Itself before the depression. 
It is clear, however, that iw some cases tliis Icndeticy only began 
quite shortly before the turn in the bvisiness cycle. 

The iron and steel induslty hod iucreased ks cap.tcHy during 
and after the war for many reasons. Xew mines had been dis- 
covered in oversea countries, expansion for \rar purposes had 
taken place, German industry had been modernked liiiriiiq the 
inflation period, the destroyed French works Imd l)een recoti. 
stracted and up-to-daV eouV .,cnt h.ad been mtroduecd; in 
general, the rational>“' . the mdustrv liad been rapid. Tiic 
mult w-« a great in-,' i - .jcity, miirli ui excess ot demand. 

The smaller volum *-.»y constmetion since the war reduced 
one iniportant sontu ol demand for iron and steel. Further 
scrap-iron w-.5s btung used to a greater extent in the produetion 

^ bdanccd. pr, es, had been ratling stiehtlv in the 

je;irs, but, owing lq technical progress, nnrduction was 

Sat Em”’' “''■‘i ’'"i “''“’••"io" »' capacilsS.K iMt brlotJ 
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Chart 7. 



Sources : SlocTvs : London and Cainbridqc Economic Service. 

Production ; Slalislical Year-Book of (be League of Nadons. 
Price : Standard Sladsltcs. 


> Slocks in the United Stales and visible supply in the United Kingdom. 
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Tnliko th;il of oUur Ikiw fommodUiov lUc inonopoli'>tic 
orgatusation of iron jttd steel was safncltnlly slronp to l>nnfl 
nbout a cvrlam «.la\nbvath»n of Ibc maikel. in spite of tj:e fact 
that it onlv etnliraccd prodneers on llie CoiiJlnefit of Eurojw. 
Not oiifv the Continental Steel Cartel. l>Mt aJ<o prwJMcers in 
other ci)uiilrn<. pursued « jrolicy o! mlapling output to demand 
in order to mauitain prices. In \k*w of tbi' faet, the situation 
w-.ii not so unstalile as a mere study of the relation helncen 
c.ip.acils and jrrolialtic demand might give reitsoii to believe. 

In the ease of nitrales. technical pr«gfc.<s Imil been specially 
rapid both in Ctiile and in countries producing ssnthotie tiitraU*». 
TIh’ increase of proibiclioii bad bsvn remarkable and very large 
slocks liad accuinidtiled. Prices were on a low,'r level than liefore 
the war. but this did not prevent large profits. TcndencU*s 
towards over-produrlion were evident. 

One general impression arising from n dcluiled .study of l)tc-sc 
and other raw materials stands out. Tlie conditions of supply 
were m almost all casts such that a drop in prices due to a decline _ 
in demand could not be e.vpected to produce an immediate and 
considerable reduction of supply. Iws inelaslicUy of supply 
could not but make tor violent price reductions should a business 
depression arrive accojiip.'mlcd by a reduerd demand. In this 
respect, the situation of raw malcrml Industrh's included nn 
element of instability, which has always manifcLted itself during 
previous depressions. 

Towliat extent oYcr-produetion or tendencies 5u that direction 
existed in l92S-2t» U another question. That this was the ease 
with nibher, timber, cupper, nitrates and some others seems 
clear. But it must be tememlwred Ibal a silimlion without anv 
lendeficU’s towards over-production hardly cvvr exists and that 
therefore condiiiouv during these years' were nut necessarilv 
different from those which prevailed'al oilier times. 

Two circHinslaiices. however, perhaps suggest tire evisteini of 
unusually strong tendencies towards ovef-prodinlion during 
these years. Monopolistic regulation of prices un.Kroinpnmetl bv 
corresponduiR reg«i.itioH of oulp»* k,d |«1 to a„ aiigraeiitation o'f 

bSo'k- '’'’''''“'I’'™ soarlivt 

Srantllv “H'"' ‘’""e-'; > i,i,d dcmniul. 

eSm ™i v'fhfi ’ ”?"* '“"O'' cvclf ; 

consequuUlv, the lendency of rate materials to fall m iiriiv and 
of stocks to me jndjc.alc some underiyinc (emlencire towards 
mer-prmiiictfon. In other wonls. while a Considenible e\ct'4 of 
production over consumption — i.e.. ovcr-nrmhiction in a narrow 
to io loond only i„ tl» of oT,",™ 



the existence of an excessive and unbalanced productive capa- 
city in a large number of them -under the general economic 
conditions prevailing in 1928-29 points to the conclusion that 
the situation was highly unstable. This conclusion is however 
uncertain and tentative. 


C. Manufacturing Industries. 

After the above brief account of sti'uctural changes and 
incomplete adjustment, the conditions prevailing in the crude- 
food industries and in the production of raw materials, it is 
necessary to examine from the same point of view the situation 
of the manufacturing industries. It is of course only possible 
to give a few brief indications. Many of the lasting or semi- 
permanent changes in demand or in conditions of production 
which appeared after the war called for fundamental readjust- 
ments of production and trade. Manj’’ new commodities, like 
rayon, radios, gramophones, motor-cars, etc., acquired a consid- 
erable and rapidly growing importance and it is clear that the 
simultaneous introduction of so many articles tended in several 
indirect ways to create maladjustments between demand and 
productive capacity for these and other goods, thus contributing 
to instability before trade had regained its normal balance. 

Given, however, the prevailing lack of flexibility and imperfect 
adaptation to ends, readjustments, however necessary, can only 
take place slowly. 

The result was that many industries found themselves 
possessed of a productive capacity greatly in excess of what 
was required to meet the effective demand at prices which 
would cover the costs of the majority of producers. That many 
industries had this experience during the post-war period is 
borne out by the figures for idle plant, as well as b3^ the high 
level of unemployment in certain countries. 

The existence of surplus capacity on a large scale is of course 
no new phenomenon ; it existed before the war during certain 
phases of the business cycle. There is reason for believing, 
however, that surplus capacilj' during boom periods of the 
business cj’^cle was in those days relativelj'^ small compared to 
its extent in 1928-29. Further, fixed capital tends to plaj' a 
growing rdle in manufacturing industries, so that the existence 
of unused capacity has become all the more serious. 

The excess capacitj’- in certain industries and countries 
was to a large extent the result of the economic changes caused 
by tlie war. It has alreadj' been mentioned that the special 
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v.ar needs caused an fX|wnsion ol certain industries, such as 
iron and steei, m excess ot ncace-time miuiremcnts. 

Tlie war also uavc an Impetus to the uniustnalisatjon ol 
certain less industrialised countries. Manufacturing ind»sjn« 
in such countries as Japan, China. India and the Bntisli 
Dominions, .‘XMnded at a rapid rate, and Uus continued after 
the relurii of peace and more normal conditions of inlcriialional 
tr.idc-. Such a development -was particulary serious for industries 
■which, like the British textile induslrs’. had Iheir chief export 
markets in these countries and hart extended their capacUy m 
expectation ol a large demand as soon as the uiir was over. 

Another factor which made for « lark of ailjiislment between 
productive capadtv and demand was the creation of new political 
frontiers in Europe. Many plants were cut oO from their old 
markets bv Customs barriers along the new frontiers, beliind 
whidi new’factoties crew up and satisfied local ilemand. Further, 
the period up to 1955 was cbarartirised by a rapid and almost 
genenil increase in the height of import duties on manufactured 
goods, which rendered diflicult adjustments of productive 
capacity, that, in industries with muth fixed plant, could only 
take place slowly. This economic .id3pl.ilion was hinilcrcd ami 
made still more difiicult by the frerjuenl ailerations introduced 
into tariffs. 

The rapid technical development during this period and the 
decp>fioing changes in organisation, commonly called •• ration- 
alisation ", were factors which increased the need for adaptability. 
Tliete Viouid seem to be reason to believe that this rationalisation 
movement procecdeil at a more rapid rate than before the war, 
although the evidence is chiefly circumstantial. New iinriunm’ 
w'as introduced on a laigcr sc.alc Ih.m before, as shown by the 
enormous expansion of the maclune-producing industries. The 
growth in output of nianulactureel ^ods took place in manv 
countries with no, or only a small, rise of the number of workers. 
Unfortunately, very little material is available to illustrate 
din'cUy the increased proilorljvity m uianufjeturiag industries. 
In the United States, the annual mcreasc in output per man 
T.as « P.T cent in the period 1<122-1!K>7, nhile ihe figures 
‘ "" '■> Streilen there 

nus 1, lie increase ivm 191s to 193). hut in the tolloning nine 
S , I«T cent. In Gerni.env, the 
^ eroph,^ ,, w-orlCCTs seems to have been not quite’5 per 

S ™ increase 

the o Jlnuf ^ Kingdom, 

the output per head in manntactnruig industries and raining 
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appears to have increased by 10 per cent from 1907 to 1924 
and by II per cent from 1924 to 1929 ^ : 


Tabic X. — Productivilg in Manufacturing Industries 
in the United States and Sweden. 

UnUed Kingdom * United States “ Sweden =■ 

1915^ 100 100 

1920 91.8 102 

1922 109.4 124 

1924 100 113.2 125 

1926 126.6 ' 132 

1927 106.8 127.2 133 

1928 106.8 136 

1929 110.7 143 


Sources : Recent Economic Changes in the United Stales, New York, 1929, p. 454, 
Arbelstoshetens omfaltning, karaklar och orsaker (The Magnitude. 
Character and Causes of Unemployment.) Stockholm, 1931, p. 205. 


It is possible and indeed probable, however, that rationalisa- 
tion increased productive capacity more rapidly than actual 
output. The effects of this rationalisation do not seem to have 
shown themselves on a large scale until after 1925, when the 
re-organisation had been largely carried through in many indus- 
tries and countries. Under the influence of continued rationali- 
sation, the productive capacity in the years before the depression 
had greatly increased and its utilisation seems in many industries 
to have been appreciably lower than during earlier boom periods. 
Failure to recognise this fact and consequently to scrap old 
machinery and to liquidate less efficient firms contributed to 
the increase of capacity up to the end of the boom, not only in 
new industries where demand was growing, but also in old 
industries with little hope of a greatly increased future demand. 

That certain new trades like the motor and the radio industry 
expanded beyond the limits of possible demand seems indubitable. 
The former industry in the United States had a capacity of almost 
eight million cars, but even in boom years, when demand for 
expensive consumption goods was inflated through speculative 


* Report by (he Committee on Finance and Industry, London, 1931, page 309. 
‘ Annual output per worker employed. 

’ Output per hour. 

* Swedish figures for 1913 are not available. The American figure for 1915 
wns 1 per cent higher than for 1913, 



e™, on 1I>0 Stock &0h,„ge, it aa <wl P«a,.oo mon- fto» 

® 'u““-;ws tan uKuliQtetl that n,il«ay 

b>' UK iwMt.nS o' liwtof ft, oScciSDl llK S«M 

„t ooal-hacantB toanaeo. "p«ia&r“ *ipt 

Wi>« sojnfnhat «h<?a<3 of « ••jjonna) rrwlion io «icmarta. 

^The iatVors ^neftUowd above nnd oUier cinnwsUmcw 
conitib^iXwi to tbe tteaUoo. in many imes of mrtustry of aclual 
and cron-infi surnltis capncily »n the >-ean pwccilmg the nwscut 
dcRcfssiocu* Tile coUftn. textile, eaftineenny 
industries fl» hml a large capacity m 

h» V^. >bkV\ vjas aitificwlly stirnubted b> the 

The lach. nf lialance in the development jhlTcrinl 

in<3«strl«s in vgnotts cotmkries mas ot co««m rofteeted vn W' 
emploi-went. UnJortanately. U is imno^tWe to «vy to nlua 
extent unwnplovinent was larger tlwn before the nar, hut the 
following flgnres show tleftTly that it was considerable, vdfyiftg. 
Ivawevec, widely from country to country. 

Table XI ~~ rrrcrnto^ie 0 / Trade Union Members 
Vnmpioytd m SefihTOttfr l92f>'l‘l2S. 
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Table XL — Percentage of Trade Union Members 
Unemployed in September 1926-1928 (continued). 


Year 

Canada | 

1 

United 

Kingdom 

Netherlands ; 

Sweden 

1926 

3.3 

m 

7.2 

9.1 

1927 

3.1 

mmrn 

6.7 

8.4 

1928 

2.2 

u 

4.8 

7.8 

i 


There is no evidence that surplus capacity was accompanied 
by low profits in tnanufacturing industries as a whole. In Great 
Britain, earnings in per cent of total ordinary and preference 
capital in a number of joint-stock companies was 10.5 per cent 
in 1927, 11.1 per cent in 1928 and 10.5 per cent in 1929. These 
figures are not typical of British manufacturing industries as a 
whole and are not strictly comparable owng to changes in the 
capital of the companies included, but they make it probable 
that profits were fairly satisfactory. In the United States, 
corresponding figure' for 1928 is 12 per cent and for 1929 13 
per cent. The diffeience in the position of British and American 
industries was, however, probably much greater than these 
figures indicate. Thougli equally comprehensive statistics for 
other countries are lacking, it is clear from tlie indices of share 
values that conditions in manufacturing industries were generally 
pro.sperous. 

The fact that considerable surplus capacity in a number of 
industries went hand-in-hand with good profits suggests that 
the price policy pursued may adapt itself to conditions of constant 
- surplus capacity and prices may be fixed accordingly without 
any agreements between competing firms. 

The existence of surplus capacity on a large scale naturally 
stimulated the development of monopolistic tendencies. National 
and international cartels were created to enable manufactuiers 
to restrict cut-throat competition and to charge profitable 
prices. Such cartels in many cases tended to maintain surplus 
capacity bj"^ keeping alive films which would othenvise have 
succumbed. The limitation of output in certain industries in 
order to keep up prices furthermore tended to increase the 
demand for other commodities and thus to increase productive 
capacity in other industries more than would have been the case 
if the fonner commodity had been sold at a lower price. This 
effect of a growth in the monopolistic organisation on excess 
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capacUy is. liowcver. only one aspccl of its influence on the 
present depression. 

Monopolistic tendencies involve an important change in the 
svholo of an economic system foamlctl on free competition, 
nliich may well have had a Rreat ranuence on the business cycle 
in many differeiit wa\-s. Certain forms of inflexibility may 
exercise a stabilising influence, while olhere malvc for larger 
fluctuations. This question will be touched upon in Chapter VI. 
Tlierc IS, however, less doubt the failure of the economic 
system to adapt itself to more or less permanent fundamental 
changes of a structural character must tend to make it less 
baiancevi and stable than it wuulit otberwise have been. Foe 
instance, a return to the gold standard at a higher parity than 
corresponds to domestic pr/ee and w.age JesT>ls tnahes it neress-ary 
to adjust the latter m a downward direction, if harmony K'tween 
the various economic elements is to be acluevcd. It seems 
certain that monopolistic price and w^age policies nnd other forms 
of economic friction were partlv A*sponsib1c for the (act that the 
situation in 192S was chamcteriserl by so much maladjustment. 
Another development wlueh is geaemlly belicvTcl to have taken 
place in business policy mav have had a reverse influence. U 
!s Rcncraltv consid'red that surplus capacity in many mduslries, 
05 well as'the rise of tarifl watts, has increased the practice of 
dumping. U dumping is erratic — that b, it sales abroad are made 
spasmodically — • it must of course lend to disturb the normal 
currents of trade and Introduce an element of instability. 

In the field of retail marketing of manufactured gwds .xevcral 
far-rcaching clumges took pkicc during the period under review, 
among which may be mcnlioucd the growing importance of 
chain stores. From the point of view of the present problem, 
another change is. however, of greater importance — namely, 
the growth of instalment scHing. This practice has probabiv 
tended to reduce demand for g'JOds of a durable character 
during the deprewioii. as a pari of the eojisumer's piirehasitm 
power had already been used to fcuv goods before the depres- 
sion ret in. The consum-*-- is less willing and less able during 
times of economic dinifi .y to pledge his future income for new 
uistataent purchases r,..d may be under an obligaUoti to pay 
off the debts incurred by earlier purchases. Tlius the fresh 
demand for such goods is reduced. For other countries than the 
Lnil^ Sutes this factor Jws however, been of vert- small 
importance. ' 

The serious factois m«itioned abos-e have of course plaved 
difretent countries. Without entering 
upon an anah-sis of ri\ese diflercnccs. it is sufficientiy clear that 
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structural changes, followed b}'- a slow and insufficient adjustment, 
have made for instability of the economic system. Some reasons 
for this slow adjustment have been given above, but it should 
be added that the existence of a business boom in several countries 
in 1928-29 has exercised a great influence in this respect, as 
it made the situation appear much better balanced than it 
actually was. 


D. Relative Prices and Wages. 

In the previous sections of this chapter, the structural changes 
and lack of balance have been discussed from the standpoint 
of individual industries. They may also be regarded, however, 
from the point of view of relations behveen large groups of indus- 
tries — e.g., those producing primary products (foodstuffs 
and raw materials) on the one hand and those producing manu- 
factured goods on the other. 

Evidence of a maladjustment or over-production of three 
types has been considered — viz., abnormally large stocks ; 
excess productive capacity and unprofitable commodity prices. 
This tendency of supply and demand to change in such a way as 
to produce any of these three sets of conditions in the near future 
has also been considered. 

However, whether prices of certain conunodities are unpro- 
fitable or not, whether they cover costs of production or not, 
depends upon how the latter are computed. If the reward 
to the individuals employed in tlie production of these commodities, 
in the form of wages or otlier incomes, is reduced, then even 
what used to be an unprofitable price may be sufficient to cover 
these reduced costs. In a certain sense, it may be permissible to 
speak of over-production of certain commodities even if prices 
cover costs — namely, if the incomes which make up the 
various cost items are “abnormally” low. Over-production of 
crude food products in this sense exists, even though the 
cost accounts show normal interest on the capital invested, if 
this result is, reached by paying very low wages to the people 
working on the farms. Tlie main question then becomes, what 
wages are to be regarded as normal ? 

To answer this question is clearly impossible. Some people 
would be inclined to say that, if incomes in one group of industries, 
e.g., agriculture, have moved in the same way — risen as much e.g. 
since pre-war times — as incomes in manufacturing industries, 
then the relation is “normal” and production of the two groups 
of commodities in a balanced state. This opinion, however. 
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assumi'S lhal the relaliNt incomes and [<:kcs. in the pre-war 
years can be regarded as normal. There seems to be httic louti- 
dation for such an assumption. 

Fortun-ilely. for the purpose of an analysis of the question 
dealt -mth in this ch.ipter, it is not necessary' to find out anything 
concerning “ normal ’’ and abnornia! ’ income relations, a 
study which, difficult when conditions in one country are cons** 
dered, would he still more diflicnlt in a study of the relation 
between products of industries from different countries. \Miat 
matters from the poinl of view of balance and stability of industry 
IS not whellier relative incomes, for instance those of fanners and 
town workers, haw changed since some earlier date, but wlielher 
an adaptation towards the new conditions has taken place or not. 
U farm incomes have recently been much reduced and farmers 
arc therefore unable to buy as much manufactured goods as (hej' 
used to, then industries producing these goods will have a surplus 
capacity and some of their workers xcill be unemployed. Similarly, 
if collee growers in Brazil have had their incomes reduced, Euro- 
pp.m and American export industries, working partly for the 
Brazilian market, will suffer. On the other hand, a reduction 
of the purchasing po-wer of certain classes or a failure of such 
purchasing power to rise as much as that of others is compatible 
wflhccneralhalance and full utilisation of the productive fiictors, 
li industry has had time to adjust its output to these new 
conditions. In other words, the point to which importance should 
be attached is w hethcr production has adapied Hsell to the new 
state of demand which is the oiitcoinr of a new distribution of the 
national income. 

Tlie question to be .-mswered is therefore whether, in the years 
preceding tlie deprcs.sion, changes in the relall\-e incomes of 
different groups of producers had taken place or were taking 
place. If the answer is in the aflitmative, the task becomes one 
of analysing whet her this brought any changes in demand or other 
conditions to which mdustrv had not adapted itself in the years 
immediately preceding the rtepression ; in other wxirds, whether 
lu ^ instability and reduced power of resistance towards 

tnc attack of a business cs'cle depre.^on. 

As reliable statistics sWemmg the 'distribution of income 
«« employ for a study of this problem 
of “ 'V‘^‘**'**^ concerning the moyement of prices 

tonS.? r commodities. First attention will be given 

gomlHS the oUie? and of manufactured 

manKifi^ri fof primary products and semi- 
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and alumimum jgiS aveigMs cannot gne » “ j P^d 

that of Pric^ Vr“ri'con idSS extent, 

as are included m ^ be placed on 

concentrated on the g factors however, 

nvt'Sn anoyance ^'n^t of each ot,.et 

evidence drawn fronv se^ primary P^? +„_ed goods in 

as possible clearly suggests v 1922-1928. 

ruled consider^ly ^XthrouX^tt^ E reliive price 

n^crpSrnS^jSi— 

for finished products were s 
. indices for raw materials. 

. ^ r^inishcd Products expressed 

Table XII. - Raw Material Prices. 

„„ -Dn^rpninaes 0 Inaices ui 


Canada 

Denmark 

Germany 

Norway 



j 1922 

1928 

1922 

1 -i- 

OR 1 Sweden 

1 129 U.S.A.^^ 

li? U-S-A-^ 

105 1 

123 ! 
, 107 
121 

1 s 

104 
130 1 ' 
111^ 
100“ 

106 ® 
110 


^ .a oa... e'»a‘ * 

1925. ’The raw material md.ce commodities. 

1S2S. , ^ Labor statistics WeiUicai 

Indev ol Bureau ot uaDor g^onomic Besea 
Indices of National Bureau oi 
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HaiJ slalhlicA lor :» raufic ol years l»ccn R»vca irt Uic above 
table, it would lM%e ber«)mc apparent Ibal llie price discrepancy 
was grcatcat in etch roitnirv duritisi Ibe various pi*riods ot 
economic dcprevsiou. With Ac rccoverj' Troin depression tiiere 
was a wi‘ll-m,irkctl tendency for the indices to approach each 
olln-r in an countries. E.vcn m tOit. hooics'cr. manufactured 
gontls appeal tn have niJ«l relatively liiRiicr in price than raw 
maUnjls (as coniparwi with 1913) in many parts of tho world. 
The only apparent exception among the countries mcluded 
in the above table is Canada. A special analysis of the Canadian 
price slalistifs suggests, however, that, if groups including 
precisely the same romnsodilics in diflercnt stages of manufacture 
were avaiiahle. the miUces for that country would show the .some 
relationship ns (hut observed in other eounlries. 

.\ more delailed cnijiiiry into relative price movements in 
recent years, undertaken hy the l>jag\ic of Nations with the 
ossisUince of certain national stati.stical ofTiccs *, ofTcrs strong 
eorroboRition of this conclusion. Tlic figurw below sJiow for 
192S the price indices of certain groups of semi'tnanufactmrd 
or manutatlurcil goods as percentages of the indices of the 
raw materials from which they arc produced. 


1. Great Britain . . . Finished foodstuffs 105 

2. Germany ..... Scmi*manutactufed goods ; 

fa) of mineral origin 119 

(b) of scgefabfo antf animtif 

origin lOS 

3. France (a) Finislmf foodstuffs .... 103 

fb) Semi«manuf.ictured goods of 
vegetable .md ani(n.x] origin 

for «KlHSlri.tl use . . ' . lOG 


(a) Finished foodstuffs .... 92 

(b) Finisheil products of mineral 

origin J 2 S 

(c) Finbdied products of \ege- 

\ tabfc and nm'in.il orlpi/i for 

\ industrial use. ...... 115 

s.?'" •> T..*, th. s,.iM„u. 
lulo CtnUalt di SiMViSea^ II,, n«lcluaml and Iho tuUan Isll- 

have already b,enpunlish»d^'ttiE2Sirt!?v®/i ^erlaSn ol llwtn 



In every case for which more or less coniparablc series are 
available (except Italian foodstulTs) the more finished goods 
had risen more in price since 1913 than the raw materials from 
which they are made. In general, the margin was least in the 
case of foodstuffs, which undergo less processing before final 
consumption, than industrial goods. 

An analysis of the prices of individual commodities in various 
stages of manufacture, from raw materials to finished form, 
also shows that, during the post-war period, the higher a given 
commodity stood in stage of manufacture the more had it risen 
in price since 1913. Such an analysis has been made for several 
years in the League of Nations Memoranda on Production and 
Trade ; in the following table are shown some representative 
indices for some of the more important countries for which 
ser\iceable data are available in ofilcial sources. 


Table XIIL — Prices of Certain Manufactured 
Commodities expressed as Percentages of the Prices of the Raw 

Material employed. 

1928. 


United Slates 

C.anada 

Wheat 

H 

Grain 

100 

Flour 

m 

Flour 

103 

Bread 


Bakery produce . . . 

124 

Calf skins 

\ 

100 

Milk 

■ 

» shoes 

108 

» products .... 

■tlM 

H 

Copper 

100 

Silk, raw 

100 

» wire 

108 

» manufactured . . 

126 

Wood pulp 

100 

Lead 

100 

Newsprint paper . . . 

139 

» pipe 

136 
















Ccm:Mics rsp^fssrd as Petcttda$rS cf ihe Pricrs <>/ Ihi Bam 
Slaliriaf <aiptoijed <«^^tlnlJc^n. 

192S. 


Rvf . . - . 

5 fJo«r . . 

PiS5 • ■ ■ 

Pofk 

Cotton . 

Colton >'am ■ . 



"1 



l' 

ml 

>Xood 1 

100 


103 1 

Wooden articles . . • . 


i 

tool 

1 Hides and skins • ■ • 
ijtathcr 

lOO 


IfW 

Shoes * ' ■ i 

liKI 

j 

109 


! !«J 


CnnlhoaTil 



1 lOO 

Ihipcr 

1 129 


These tii<!t!(vs hafWft »o exclude some ot Ihc Indnilriw Sn 
wMch the grentest teenmeal adrances were made in the posl'War 
netiod. lJUl they are t^fwientaitN'e a catigt at aa&tn«a. 
The relative prices in the yxars pr«c<?ding 102S nta similar to 
those shown tn th* tabic. 

One aspect of post-war chang<'s m the relatis-e prices of 
yritnars' and tnanufaclured products on which attention has 
been particularly eoneenlraled in teceni years is the divergence 
in the price jDO>croenlJ of agiicullural and industrial goods. 
Relalis'cly low prices ol many crude loodstulfs obtained fbrongb- 
out most of the period 1922 . / .^tcr the crisis of 1920-21, 
t-i agrtc. It’OTui 7 »«Jtej •M-re jjiucb Jon er lhan those 
of industri.a) go'-dj. In 192? aed 192^ borrever, « WKsWerable 
icnproycrucnt t - h, pla»4 «i tire posUbu of a^icultuw %n inc^si 
countries ; cew— pnccs rose markedly, as did those of many 
other opicultuial prodBcls. In 1926, however^ prices of several 
important foonstul/s like wheat again began to fall. In 1925, 
the discrepancy was less Ihan in 1922. hut iti manv countries 
it incroased again atler the loraiw year. 

Itisnofaomoc^rtbcabso/atefcs'efoffhe pricesof this particubr 
'^»^®l^'«;^?t«»als.wluch is ot interest in the present connection 
as their level m reJarioji to tft$ prices of other groups of products 
and, in partknlar, indttsltinl piodnels. ’Jhc materinl for such 
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a comparison is not entirely satisfactory ; many of the existing 
indices of agricultural prices are based on pre-war weights and 
do not take into account the shifts that have taken place in the 
character of agricultural production in response to changes 
in the relative prices of different groups of farm products. These 
shifts, particularly over a long period of years, may be of con- 
siderable importance. 

The evidence presented by different groups of indices drawn 
up on various principles is, however, sufficiently uniform to 
afford a convincing corroboration of the figures already shown. 
For instance, the index-numbers of agricultural products were 
considerably lower than the general wholesale price index in 
most countries. 

Where group indices for agricultural and industrial products 
are available they point equally emphatically in the same direc- 
tion : in Germany, for instance, the purchasing power of the 
former in terms of the latter was 89 (base 1913 = 100) in the 
crop year 1924-25 and 93 in 1928-29 ; on account of tlie short 
cereal Iiarvest of 1926-27, it rose markedly in that year. In 
Poland, official indices for agricultural and industrial products 
based on 1927 showed a relationship between the two groups of 
71 (industrial products = 100) in 1922, 90 in 1925 and 93 in 1928. 

In certain countries special indices of the prices of articles 
. purchased by farmers have been compiled. Throughout the 
period 1922-1928 they were considerably higher than the indices 
of the agricultural products, from which the farmer derived 
his income. 


Table XIV. 



Agricultural 

Products 

Articles 
purchased 
by Farmers 

Relationship 
(Articles 
purchased 
by farmers 
= 100) 

Sweden ^ 1922-23 

142 

169 

84 

1925-26 

147 

152 

97 

1927-28 

143 

152 

94 

u! S. A. 2 1922 

124 

152 

81 

1925 

147 

159 

92 

1928 

139 

156 

90 - 


Source : Index Numbers ot Prices of Agricultural Produce, International 
Institute of Agiicullure. 

' Base 1909-1913. 'The figures arc averages tor two years. 

= Base 1910-191‘t. 
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In countries whose agriculture consists ciucfly of meal or 
dairj' farming, the (iisrrepancj- lietnwR agriculliira! prices and 
prices in genenii wns much less than in countries where cereals 
play the greatest nilc, iVniinal foods ruled relatively high in 
price liirougliout most of this period. In England, for CTample, 
the indcx-ttamhiT of agricultural prices stood as high as or 
tiiglier Ilian the general index-number of wholesale prices published 
by the Slaltsl in cvers' year hetween 1922 and 192<1. CNcepl in 
1921. This was due to the high prices prevailing for most fruits, 
vegetables, meats and animal products, which account for oyer 
three-quarters of the English agricullura! price index. The prices 
of cereals ami farm crops wvre much lower limn those of other 
agricultural products and of commodities in general throughout 
the whole of this period. 

Table .W. — Price Imlirts of AsricuUmal and olher Pralucls. 

(Base 1913. unless otherwise indicated.) 


rivmge for the Year 


Coustry 




Australia. ! Cereals and vegcl.ablcs 

I Meat 

Dairy Produce . . . . 
! Metals and coal . . . 


Belgmm'-. 


Foods 

Fuels . , 

Metallur^ca) Products. 
Textiles 


France . . 


Foodstuffs . 
Minerals and ilerafs 
TexUIes 


Spam . 


Foodstuffs 
Metals . . 
Textiles . 


Enited 
Kingdom . 
(Economist) 


Oreals. 

Minerals 

Texiiles 


m3 

in% 

u. 

157 

113 

1«1 

156 

ICt) 

l«f< 

1S3 

35S 

879 

121 

825 

33S 

790 

•132 

1,121 


845 

— 

522 

~ 

&f0 

IM 

176 

152 

118 

U9 

151 

151 

153 

150 

!I5 

181 

165 


‘.'rnJ J911 = 100 
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It should not be concluded from the above discussion that 
the price situation in the period 1922-1928 was such as to place 
the producers of foodstuffs in an inferior economic position to 
the producers of other raw materials. In the latter part of this 
period, indeed, foodstuffs in general ruled relatively higher in 
price than mineral and metallurgical products. In Table XV 
above, certain group indices which, though far from being ideal, 
afford some evidence of value on this point, are shown. The 
groups are never identical in composition and the figures for 
one country must not be compared with tliose for another. 

The above table shows that the relationship between the 
prices of foodstuffs and other classes of raw materials changed 
markedly in favour of the former between 1922 and 1928. Since 
1924, foodstuffs have ruled relatively higher in price than minerals 
and metals in almost every countrjf considered. The only excep- 
tion to this statement in 1928 was Australia. Tlie position in this 
country must be ascribed in large' measure to the effects of the 
tariff, which keeps up the prices of most industrial products, 
while the price of those crude-food products of wliich Australia 
has a net export surplus are naturall}’’ determined by world 
market conditions. 

It is not necessary to draw attention to the relatively high 
level of textiles in all countries throughout the period considered. 
Flax and wool ruled particularly liigh ; in 1926-1928, both these 
commodities were more than double their pre-war price. Silk 
was also relatively liigh until 1926 ; in that year tlie competition 
of artificial silk began to be felt very severely and silk prices 
fell steadily. Cotton prices reached their maximum in 1923 or 
1924; subsequently they dropped steadily and recovered some- 
what during the general upward movement of 1928. 

The' tendencies indicated in the above table may be further 
illustrated by the special indices of various groups of raw mate- 
rials prepared by certain national statistical offices in connection 
, with the League of Nations enquiry into relative price levels to 
which reference has been made above. Some of these indices for 
the year 1928 are shown below : 


Table XVI. — Price Indices of Various Groups 
of Raiv Materials, 1928 (1913 = 100.) 


Raw materials of vegetable and ani- 
mal origin : 

(a) for foodstuffs ... . . . 

(b) . for industrial use .. . •. . . . . 
Raw materials of mineral origin. . . 


Germany 

Italy 

France 

129 

529 ' 

565 

139 

522 

777 

116 

416 

540 
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A of indcK-numl>o« rclaling |o “ foo'Js ” 
foods '■ conipJk'fJ bv the American Katioi^t B\itwu o{ 
nescarch h^ol p.irt>ru>or iMftwl twriv® nwrli* 

pria? moveinciiK oj Iho-se groops in diHofonj stages oV manu 
facture. 


ToW.' XV n Pf«< ffidiw of Vofiou* Cwi/pJ of Co/n/n«Jifj« 

in ihf Vnitfi SlnS^s. 

(1913 « tOO). 


1 

Ml CcremoAiilr^ ' 

IVod-Ifcr*’ 1 

Ciwvdf <lr>lincd t 

tnr liumsA i 

«>o..uni?ti«n 1 

Con^u’iwn’ Ooodr 


Woli .^oorowU 

('o«dt •'Mifnodsl 

rowl^ \ 

.Voiti'oods 

1922 .. . ' 

1921 .. . i 

192G ... 1 

1928 ... ! 

J3I5 
Ut 1 

1 uo 
! 151 

1 

165 1 

ICO 

t5t 

122 1 13! i 
i m \ 133 
13S 125 

I tO i 132 


H 


Foodstuffs as u group fell more than non-foods during the 
deppession nf 1920-2J ; ibfv gradiiaJlv rose j)i price whUo the 
Utter fell qwUe slcaclilv since ltt23 : by 1933 Iho two groMps 
stood at praclicafiy thwr pre-war position. The /(wds Index w 
the first series above, however, contains manufactnnnl as well 
as raw preAnets •, slrovUriy wUtv U\<i non-foods Indcs.. Columns 
(2) and 0) give indices for these two groims which am niort' 
clearly dirided arconling to stage Of manufacture. Producers’ 
goods destined for human consumpftan can be taken as roughly 
equivalent Ift raw materfafe jnd partlv manufactured goods 
(such as wheal and fUmr, rottca and cotton yam), while the 
indices for consumer goods "elate entirely to m.-muticturcd 
products ready for coQSnnipiion (such as ’bread and cotton 
piece goods). Thc^ odstuFs m the lomier group stood somewhat’ 
lower in price (Is a non-foods in 1922. hnt thev had acquired 
their pre-war equilibrium with the latter bv ’iQat and rose 
cww'MeroHv hdwren \hA >-«r and 1923, while non-foods foil 
sliirwh-. lltc relationship between the Indices for consumers' 
gooiJs IS of quite a differeni charaeter; non-foods stood very 
^cii higliw «v price Ihaa (oods tlireughoitt the enlitc perisid. 
the margin between foo4,talTs in the producers' stage and 
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ready for consumption ciiminislied. It was very mucli less than 
the margin behvcen oUier commodities in these stages. 

These indices do not confinii the view sometimes lield that 
the greater part of the discrepancy between the prices of goods 
in different stages of manufacture Fs to be explained bj’’ the large 
number of wholesalers and other dealers ; this number is, on the 
whole, probably proportionately larger for foodstuffs than for other 
articles. The explanation is rather that foods characteristically 
undergo fewer and simpler processes of manufacture on their 
way from the primary producer to the ultimate consumer. The 
tibove series clearly suggest that over the period 1922-1928 
price relationships in the United States tended to move to the 
advantage of the producer of raw foodstuffs and that (as measured 
in relative prices) his position in the latter part of this period 
was more favourable than that of the producer of other raw 
materials. 

The effects of all these changes in relative, price levels on 
the extent and character of international trade in the post-war 
period were considerable. Attention may first be directed to 
changes in the barter terms of trade behveen industrialised and 
raw-material and food-producing States. An examination of the 
import and export price indices of States whose imports or exports 
consist chiefly of one of these groups of commodities shows 
that throughout this entire period the States exporting manu- 
factured goods were able to buy their imports of foodstuffs and 
raw materials relatively cheaph', while the States exporting crude 
foodstuffs and raw materials had to give up a much greater 
quantity of these products than in 1913 in return for the same 
amount of manufactured goods. The discrepancy between the 
import and export price indices was greatest in 1920. With the 
recovery from the crisis of that year, the indices tended to move 
closer together until 1925 ; between 1925 and 1928 the movement 
was less regular. 

In the following table are set out the gold import and export 
price indices of certain representative States. The first three States 
are primarily exporters of manufactured goods and importers 
of raw materials ; in 1928, for instance, manufactured goods 
accounted for about 75 per cent of their exports. The last three 
States export chiefly raw' materials and import maniifacturcd 
goods ; in the year mentioned raw materials and foodstuffs 
accounted for a similar proportion of their exports. The fact 
that the highly industrialised Slates enjoyed favourable barter 
terms compared with 1913 throughout the whole period emerges 
clearly from the folloAving statement which shows how many 
units of its exports each of these countries had to give up for 
100 units of its imports. 

G 
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Table XViJi — Terms of Exchange in 
1913 = 100 .) 

JmporlfTs 0/ ifuiD .llci^riols ond foodstuffs. 

(Icmt-iin • 



Vnilfd Kiiij;dotn • 

Eipotiers of Hau' and Foodslaffe. 

Argcnliiu' 

India 

Dulcli EaM Indus 


International Trade. 
19-it 1929 19W 


105 

95 

95 

92 

91 

97 

82 

82 

81 

13G 

137 



117 

U2 

105 

11.5 

120 

122 


The peculiar position of G<'rniany in 1921 is obviously due to 
the deprocration in (be value of the currency which at th.a{ time 
made exports ol all kinds of goods cheap relatively to imports ; 
flftof the re-\.i)ual«)» of the mark, this nheiiomrnon djsappe.nrcd 
and the German export ami import indirrs show the same 
relationship as those of other industrialised States. 

Many causes have contributed towards this discrepancy in 
the movement ol prices of primary product.s niul manufactured 
products. hVe must consider, in the first place, the various 
factors Bfroeting the relation between crude foodstuITs and 
manufactured goods. Tlie relative rise in Uje prices of the latter 
need not depend upon a greater Incfvase in nominal usages or 
incomes in manufacturing industries, but may be due to increases 
of other cost items. There can, for instance, be no doubt that 
taxation has weighed morr heavily on ihe later stages of produc- 
tion. After the war, most States were left with a greatly increased 
burden of expenditure on the service of public debt ; further, 
taxation eras increased in order to provide for new expenditure 
onsocialpurposcsandinsomccascsonarmameiils. The depressed 
condition of agriculture resulted in thv m-im burden of the new 
taxation being placed on roan''/Mt«r.«g iidiivtnis. A large part 
of the social cvpcndituiv h?.. ta bo home directlv bv workers 
and manufacturers through the payment of sod.il ’iiisurancc 
premia, and in other wnyr. .\n obvious ex.miple of A common 
post-war tax ^ibirh afTceJs sr, nuf-cturine industries more than 
pnmaiy prodndioii is the tumovv^r tax When imposed on 
each exchange of goods which lakes place on the wav from the 
Pnwdure, this tax nalurallv increases the 
product more than that of the raw mntcriaJ. 

“*1*'®* nwBufacluring industries to a 
agnniUure, ia which individual or family 
cnierpri>es dominate. 
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There can be no doubt, however, that one important reason 
why relative commodity prices have moved in the way indicated 
above is that wages and incomes in manufacturing industries 
have risen more than in agriculture. The following wage data in 
Table XIX illustrate this movement. 

A comparison between wages in industrial and agricultural 
pursuits is rendered difficult on account of the fact that a large 
part of agi'icultural wages normally takes the form of payments 
in land — i.e. board and lodging. For several countries, indices 
maldng allowance for this fact are available ; these indices show 
clearly that in certain countries such as the United States and 
Sweden, where there has been no special legislation enforcing 
minimum wages in agriculture, the rise in wages of agricultural 
workers since before the war has been considerably less than in 
the case of industrial workers. 


Table XIX. — Indices of Nominal Wages of Industrial 
and Agricultural Workers. * 

(Pre-War Base.) 




1924 

1928 

Australia. . . . 

Industry and Agriculture 

171 

183 


Agriculture 

174 

194 

Canada .... 

Industry 

184 

188 


Agriculture 

197 

196 

New Zealand 

Industry and Agriculture 

123 

164 


Agriculture 

153 

165 

Sweden .... 

Industry 

211 

224 


Agriculture 

190 

185 

Great Britain . 

Industry and Agriculture 

170 

170-175 


Agriculture 

156 

176 

U. S. A 

Manufacturing Industry. 

211 

224 


Agriculture 

163 

163 


Source : International Laljour Ollice. 


* Tlie Indices showi arc completed by dilfercnt methods and arc not comparable 
from country to country nor, in alt cases, from group to group within the same 
country. In Australia, those for both unduslry and agriculture refer to weekly rates 
of men ; in Canada, industry — ^liourly rales of chiefly slclllcd men, agriculture — 
annual r.atcs of men ; in GreatBritain, industry — -weeklyratcs of men and women, 
agriculture — weekly rates of men ; in New Zealand, industry — ^vcekly rates of 
men, agriculture — weekly r.atcs of men and women ; in Sweden, industry — dailv 
earnings of men, agriculture — annual earnings ; in the U. S. A., industry— 
W’cckly e.arnings of skilled and semi-skilled men, agriculture — daily rales. 
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In all courtlric^, except Auslralia aufJ Dintida, induslnal 
waives rose considerably more than apricullura] wages between 
1913 or 1911 and 1921; in the Untied Kingdom, special minimum- 
wage legislation for agricnilural workers was introduced ailct 
llial year, with the result that the indices for the two groups _oI 
wages stood at about the same level in 1928. In most connlDCS 
which had no special legislation of this kind, industrial wages 
rose a little between llSi and 1928, while agricultural wage.s 
remained steadj* or fell. Thus, the staige discrepancy was 
somewhat increased. 

The cost of living has of course risen in all countries since 
before the war, but not so rapidly in most cases ns money wages. 
In pniclicallv every country for which data arc available, real 
wages in 1928 stood well above the pre-war level. The rise is not 
comparable from country to country on account of the different 
methods of ennstrucling'the indices. I‘or manufacturing worfers 
vt ajipearb to have amoutiled to some 35 per cent In the United 
Stales, 32 per cent in Sweden, 25 per cent in Switzerland, 18 per 
cent in .'eustraVia and so on. In view of the (act that the national 
income of all these countries was rising, an increase in wages did 
not necessarily indicate any change in the distribution of that 
income. Tlte Tisc in the waV wages o! agricaltural workers, if 
computed with the aid o! the usual cost-ol-living index, has, 
however, been less than for lRdustri.il workers, bat to some 
degree the difTcrence may be comiwnsatcd by the (act that the 
cost of living has not risen so much tor farm ns (or town workers. 

These figures refer only to wages of agricuUurnl workers 
and not to incomes of independent farmers, who constitute a 
considerable proportion of the people working on the land. Cost 
accounts and other data indicate that the net money incomes 
of independent farmers havc'irt many countries risen’less than 
agricuKural wages. Thus, the discrepancy between the movement 
of incomes of producers and Industrial workers is greater than 
the figures above indicate. 

There are of course many reasons for this movement of 
wages and incomes. They can all, ho^YeYe^, be -dealt with in 
terms of changed conditions of supply and demand. Hie rapid 
technical progress in food-producing industries has been discussed 
^ovc. The increase in demand was probably not proportionate- 
Hence, a declining pereenta^ of the world’s population w'as 
needed in food-production. change in human activity did, as a 
place. Evidently, however, the population 
to restrict sipnly of 
products sufficiently' to enable w.age 5 and incomes in agri- 
mi much as m other industries. In other svords, the 

tuobiiifs from agriculture to other industries svas insufficient. 
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In certain countries such as Canada and Australia, however, 
where the technical progress in certain food-producing industries 
was particularly rapid, there was of course no need for a reduction 
of the population on the land. On the contrary, in certain areas, 
it was necessary that a rapid increase should take place. Agri- 
cultural wages rose in these countries as much as wages in manu- 
facturing industries. 

It is not necessary to consider here all the influences which 
checked the movement of labour from the land to other occupa- 
tions. One factor was the existence of considerable unemployment 
in manufacturing industries in most countries, which made it 
very difficult for farm labourers to obtain work in other industries. 
In some countries, trade unions pursued a policy designed to keep 
wages high in important industries. 

In the world as a whole, a relatively small reduction of the 
food-producing population would have been sufficient to cause a 
relative rise in the prices of crude foodstuffs, ovidng to the fact 
that demand for food products is relatively inelastic. In some 
countries, however, higher prices of foodstuffs would have led 
to an expansion in food industries still greater than that which 
actually took place. Hence, a correspondingly great reduction of 
the crude-foocf industries in other countries would have been called 
for. 

Somewhat similar causes contributed to the fact that raw- 
material prices fell in terms of manufactured goods. Technical 
progress was, as explained in the previous section, very rapid in 
several raw-material-producing industries. One factor which, as 
has already been mentioned, tended to keep down demand for 
I’aw materials was that the rising standard of living frequently 
brought about a demand for finer qualities rather than for a 
greater quantity of goods ; or a 'demaiad for services rather than 
for commodities. The possibility of carrying out a rapid contrac- 
tion of the people employed in raw-material industries was in 
many countries small — for instance, in the countries in an 
early stage of economic development where manufacturing 
industries were weak. Higher duties on manufactured goods 
stimulated the expansion of these industries in such countries 
and thus tended to make a transfer of labour in this direction 
easier. This, however, is only one side of the influence of tariffs. 
The policy of increasing import duties on manufactured goods 
pursued by certain raw-material-producing countries also affected 
the economic situation in an entirely different way. It caused 
surplus capacity in manufacturing industries in other countries, 
raised average costs of production and made manufactured 
commodities relatively expensive. Consequently, the total 
volume of production of such commodities and the demand 



Inr r.nv ronti-n iH wa' ro»lu<.t^. Il is> powMe Ihcrcfort lltat a laar*.* 
hbfr.U t.-iri/f {H>)ic>, ullhoufl)! » wouW have made ai» expansion 
o{ manufa»tunfi^ iRdustdi’s in IIk* raw-jnaterial-prwiucing 
countries more diffiuift. wouM have M to 
ol pnn!ur>- jiroilueti. Tins Mem-, all the more probalde as in many 
countries liie evbteiui’ of hlfili import larilU for manuTacturvo 
fiuoda lil ide It posMble U> hfl trace and income Jevels in Ibe 
proleiti’c! imluMries in u way uhifh «-as tmnossIMe in cxjwrl 
industne^ and pnm.uy m(!us\h«'sahke. It Iiastin;nchar.ic{onstic 
of the ev'onomie situation m many countrk's alter the wtir that 
wsges in the >}m-)Va« 1 lirhomemiarkrt iiuluslries have 

iiseii eons!<l'*nvlilv nuic^’ than wnges in non-shcllereii or “ compt'- 
liliou ■' nuJUbirieV IfUiewase movement m agriculture U coin* 
pared vrilli the muwmenl m the latter group of inifustrics, tlie 
iJiscrvp incy h ron^iilorilijy smaller than llu* figures above indv- 
eatr. In oUiec aorij'. the* evcoptioiial iiicrvasc of wages in tlie 
building tnub' and tn some indnslries working for thj' home 
market tus contributed m nosmaff degrwj to the shift in price 
and wage relations to the dhadvantafic of prlmarj’ industries. 
UulDrlunalfly, verv scanty material U avail.tlde lo throw light 
on this fluestion. In Denmark earnings pet hour in the second 
quarter of VJ27 were 20 per cent higher in 1 1 typical home market 
Industries than in tl typical “ compelUion *' trades. A speci.il 
nual^'sis of conditions in Sweden Im given the following result ; 

Tablt .>u\. — Earnings per Hoar far Mnle Wnrkefs in IWS.* 


Competitive induslries O.^iO 

Shellered home-market industries » . , 0,j| 

All industries 0.30 


.Another factor which helped to maintain JiigluT prices of 
manufactured commodities .ina higher mcomt-s of thwso entploveil 
in Ihcir prodiirtion wsis that a r^dnctioii of suntilv in cases of 
excess capacity could he .iv*hfcv»d more easily than in raw-mat e- 
riaJ-procluciiig industries, at au> rate in su tar as the latter 
worked for the vmrUl market and the former for local or national 
maikels. Hence, an agrcemeii' Ih-twccn a sm-Ul number of pro- 
^ business pojjry pursucil bv individual producers 
directed to prevent unprofitaiile prices through 
restriction of output was relatively easy to maintain. In rnw- 

Slixl.hptm. .^brU^H}Wial^ea4J„g^^, l^littUBde, I. 1. 

• Dwi not tafhde th« InSMjn tnde. 



material industries, on the other hand, the numerous attempts 
to restrict supply broke down as already explained. 

The facts described above seem to point clearly to the exis- 
tence of a lack of balance and consequent instability in the years 
preceding the depression of such a character as to constitute at 
once a contributor^’^ cause and an impediment to rapid recovery. 
Ithas already been mentioned tliat many manufacturing industries 
had a considerable surplus capacity, especially among those 
designed for a lai'ge export to overseas countries, many of which 
were dependent on the production of primary commodities. 
Greater purchasing power in these countries, as well as in the 
hands of farmers elsewhere, would have made larger sales of manu- 
factured goods to them possible and would thus have made for 
harmony between capacity of production and demand for such 
commodities. 


E. Movement of the General Price Level as a Special 
Cause of Maladjustment. 

Post-war Inflation and Deflation. 

In the years preceding the depression the movement of 
wholesale prices differed -very markedly from countiy to country, 
as Chart 8 shows. 

In some countries where currency inflation had taken or was 
taking place prices were rising, in others they were falling as a 
result of a more or less deliberate policy of deflation connected 
Avith a return to some form of gold standard. If all prices and 
wages had moved in the same direction and if old contracts 
had been adjusted accordingly, such changes in the purchasing 
power of money would have had little or no influence on economic 
relations. In fact, however, certain prices are much more flexible 
than others and the terms of old contracts are usually not altered. 
As a result, considerable movements of the general price levels 
have a pronounced influence on relative values, on the distribution 
of income, and on economic life in general. For instance, wages 
usually move less rapidly than wholesale prices ; costs of pro- 
duction therefore tend to be relatively high in countries with 
falling prices and i datively low in countries with rising prices. 
No doubt, the gold value of wages in certain countries — as, 
for instance, France and Belgium — in 1928 were relatively low 
and in other countries — such as Great Britain, Italy or Norway 
— where nominal wages had not been reduced to the same extent 
as prices, relatively high. Tliis applied not only to home market 
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industries, which were little affected by international competition, 
but also to export industries. 

Retail prices also showed a tendency to lag behind wholesale 
prices — that is to say, were relatively low in countries with 
rising prices and high in those with falling prices. This tended 
to make real wages in the former countries higher and in the 
latter countries lower than they would otherwise have been. 
The pressure to raise the nominal wage level in countries with 
rising prices was thus weakened and the reduction of wages in 
countries with falling prices was rendered more difficult. 

Certain wholesale prices are of course more flexible than 
others. In general, prices of commodities which are little affected 
by international competition (liome market prices) adjust them- 
selves much more slowly than those of import or export com- 
modities or goods which compete directly with them. Yet there 
is little doubt that, in countries with a rising price level, the 
costs and prices of export goods tended to be relatively low in 
terms of gold, while in countries in which prices are falling they 
tended to be relatively high. 

For many non-standardised commodities, international com- 
petition was not sufficiently complete to prevent a country 
from selling large quantities of products at somewhat higher 
prices than its competitors, but the volume of exports from such 
a country naturally tended to decline. 

Thus price maladjustments tended to affect international, 
trade and the whole economic situation in a number of different 
ways. Unemployment was aggravated in countries in which 
the price level was falling, while the reverse was ti-ue in countries 
with a rising price level. The barter terms of trade (the terms 
at which the various countries exchanged their goods) moved 
to the advantage of countries with high gold prices, but they 
bought this advantage at the cost of a reduced volume of exports. 

Table XXL — Import and Export Price Indices of Deflationist 
and Inflationist Countries, 1924. 

(Gold indices based on trade values; 1913 = 100.) 

Deflationist Countries 1924 Inflationist Countries 1924 


Czechoslovakia. , Import 145 France Import 143 

Export 146 Export 126 

Sweden Import 117 Germany .... Import 134 

Export 151 Export 128 

Switzerland , . . Import 144 Hungary .... Import 146 

Export 157 Export 119 

United Kingdom. Import 141 Italy Import 118 

Export 162 Export 109 
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Such inequalities in price movements and the fact that old 
contracts were not adjnsted. naturally affected the profits realised 
by different industries. Profits haw tended to be lower in export 
industries than in home market indiislnes in such hiph Rold- 
pnee countries as Great Bnlam, and the reverse has been true 
of countries with a depreciated currency. The export industries 
of such countriw have, on the whole, liad diflicuUics in realising 
normal profits in view of the relatively high costs. For this 
imladjustment of costs and prices the high taxation in post-war 
years has often been held responsible. Costs other than taxes 
(in so far as they constitute costs) miglit. however, has'c been 
adjusted downwards either as a result of technical improvement 
or price or wage reductions. TIic inflexibility and the lieighl of 
taxation lias been only one aspect of the ineompicle adapt- 
ation of costa and pnees to the new conditions resuUing from 
a return to the gold standard at the old parity, 

For a consKlerable period after the earlier depression of 1921, 
a process of re.adjustment of pric« relations look place in countrira 
with more or less stable monetary conditions. In other countries, 
however, the currency inflation tended rather to inenxise mal- 
adjustments, especially up to the year 192C. There can he no 
doubt tliat, in 192S, international price relations wens very far 
from what mi^ht be called normal or natural. This is iltu^trnted 
by the following table. 


Table XXfI. — WhoUsalr Prue Ltfth in 1928 ^CoU /ndiresj, 
(Base 19IJ or 1914 *= 100.) 


Australia 

British India . . . 

Norway 

Japan 

Peru 

China 

Denmark . . . . 
Canada . . . 
Dutch E.i't Indies 
NetherUnds . . 
Sweden .... 
New Zealand , . 
Finland .... 
Switzerland ! ’ 

Spain 

C^echoslo\'akia . 


tot 

163 

160 

1.59 


153 

151 

149 

149 

148 

147 

115 

145 

111 

143 


United Kingdom , . , 
Germany. . . . 

u. s. A.' ; ; 

Hungary 

Italy (Vltljn) 

Buigaria 

•Austria 

Lal\ ia 

France 

Belgium 

Estonia 

EfOpt 

Soutii Africa 

Poland .... 

Chile ; ; ; 


140 

140 

140 

135 

131 

133 

130 


122 

121 

120 

120 

120 

no 
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®“‘\™rSdopralnrn,a^^ .veil biiiig »bo^ an 
in economic lire relation , t are however, 

B^Es^t-Ssrrss^-i 

cosl-of-lWug >'f eumney to '[s P retetively 

S"lromy jn ‘'-f „T/»Tn ]S? 

low rate 'll O'dl'a^Se- r cost-«l-li''iag _ ,,i,iie they 

Pariad ld» l^r tram complete, 

tion was going on, but it was uy 

The Movement of World Prices. ^rialadjustments were 

at ovUicli the 

??r?ency S Len ' , Vi^ell be that tlie 

At the same time, ^ i;ire national opinion 

system as oos^ Many econonaists ar moving 

not become stable by • ^ ^ gQ-jtj prices b depression 

that this was tbe cas%and^tua^ P^^^f ^tlSadSments, 

downwards during , trend produced fiesb , , J economic 

and that this ^ov^mvrmd tvcm^V^ ,.^ndev<^d tl^« been, if 

hampered industry an balanced than it ,„ble or in an 

positonin 1928 much less balaM stable 

the general tendency of g nipsale prices 

upward direction. _ ^ XXIII belmy, wlio Certain 

^ As may be seen ^o^^^riestnd to fall m others, 
tended to rise in some countries a 
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paper-money countries had a very low wholesale price level in 
terms of gold in 1922-23 — e.g., in 1922 the German index in 
terms of gold was about 20 per cent below the 1913 level. In 
a sense, the currencies of these countries were under-valued and 
it was to be expected that their gold-price levels would rise as 
currency conditions became more stable. Other countries, such 
as Sweden and Switzerland, had by this time already passed 
through a period of deflation, but, as the decline in certain 
values had been sluggish, their gold-pi’ice level was still relatively 
high. In such cases it was equally natural to expect some decline 
in gold prices. For these reasons among others, prices moved 
differently from country to country and it is difficult to speak 
about the movement of the world price system as such. 

In order to obtain some indication of the world movement, 
a study of the movement of prices in countries with more or less 
stable currency conditions during the whole of tlie period in 
question, or at least from 1924 onwards, is necessary. It should 
be remembered that most of the countries in which prices tended 
to rise are necessarily excluded ; the result is therefore somewhat 
biassed. 

The table is inconclusive. Price reductions seem to be 
somewhat more numerous and considerable than price increases ; 
but, in view of the selection of countries, it cannot be regarded 
as proved that the trend of world prices was downward, althougli 
the inference that there was a very slight dovmward tendency 
may perhaps be justified In the United States, the price level 
declined by about 5 per cent between the first half of 1923 and 
the first half of 1929. A pailial explanation of this movement 
was no doubt the bumper crop of 1928, which must have tended 
to depress the price level of 1928-29 one or two points. The boom 
in 1929 was, however, much more violent than in 1923 and a 
slightly higher price level in the latter period might have been 
expected on that account. As prices were actualy lower in 1929 
and failed to rise during the boom period 1928-29, it may be 
reasonable to infer that the trend of prices in the United States 
was slightly downward. (See Chart 9.) 

If it be assumed that world prices were falling slightly, 
the question arises whether this movement tended to provoke 
new maladjustments in various price relations — whether the 
situation in 1928 would have been more stable and the ensuing 
depression less severe had the world price movement been 


' In the memoranda submitted by the various National Economic Councils and 
Research Institutes, different opinions concerning this question were put forward ; 
it was considered in one or two of them that world prices had long shown a 
clear downward tendency, in others that this wms true only from 1926 onwards. 






As produclivily develops at different rates in different countries 
and as general conditions varv videty, it is natural to expect 
variations in the movement ol wholesale prices trom country' 
to countn.'. Hence, however the world price system may mosc, 
some adi tistments of international price relations will be necessary. 
As aircady observed, it is impossible to ascertain what general 
price moNcmenl caih for the minimunt of adjustment on the 
whole. 

-I Msladjuslmrnl in Monrtanf Offfnnisoiion, 

Tile movenieiil of prices in different countries discussed 
above helped to produce a maladjustment in the monetary 
systems of the world ,and in the distribution of gold. The 
actual di&tribiitiou in 192S b shomi in the following table : 


TflWe AL\7V. — Cold Sloeh nnd Surplus Gold in 1028.' 
$ (pOO.OOO's). 


Country | 

IsydBSsS 

^urpluiGold' 

Argcallne 

619 

1 117 


1 223 

167 

Brazil ' 

140 

I 13 

France 

1 1,259 

130 

Germany 

1 6G6 

300 

Japan. . - 

5U 

6 

Spain 

1 491 

1 159 

United Kingdom .......... 

( 751 

/ 77S 

U. S. A 

. i.ni 

J 1.120 

Total of countries fliwn 

World s 

; s.m 

1 10,172 

! 2.529 

1 2,67G 


In the last resort, mteinatiooal gold movements are due to 
tne state of the balances of payments. A tendenev towards a 
negative balance under certain circumstances causes an efflux 
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of gold, wMle a tendency in the opposite direction may provoke 
gold imports. In fad, such movements are certain to occur 
unless the reserves of foreign exchange are used to keep the 
balance of payments in equilibrium. The position of the balance 
of pajments in most cases depends mainlj'- on the state of the trade 
balance, which in turn is influenced by the relative level of prices 
and wages in different countries, as well as by the obstacles, 
such as tariffs, wliich are put in the way of international commo- 
dity movements. The balance of payments is also affected by 
changes in international capital movements. The nomial 
working of the gold standard implies that, in a given country, 
an influx of gold resulting from a cerbiin state of the balance 
of trade and of its international capital transactions leads to 
an expansion of credit and a reduction of interest rates. In 
this way, purchasing power is increased and tlie balance of ti'ade 
moves in a negative direction ; the decline in interest rates, 
further, stimulates the export and checlcs the import of capital. 
Thus the balance changes ; the inward movement of gold is 
arrested and possibly even reversed. In countries which are 
losing gold, the reverse process takes place. 

Since the war, this mechanism has failed to work efficiently. 
Tlic United States credit did not expand in proportion to the 
gold imported. Such expansion as did take place as tlie result 
of the influx of gold was used at certain periods for purposes 
of speculation rather than to increase the demand for commo- 
dities ; hence it affected the import and export of goods only 
indirectly and to a limited extent. Further, the sale of foreign 
goods in the United States was made increasingly difficult by 
the introduction of new and higher tariff bairiers ; the forces 
making for a reversal of the gold movement were thus checked 
and the influx of gold continued. 

Tliis influx did not of course continue without interruption ; 
changes in international capital transaction were not completely 
offset by variations in the trade balance, but led to changes in 
the movements of gold. Increased net lending abroad tended 
to reduce the influx or even cause an outflow oi gold — in 1928 
almost $400 million — while a reduction of the lending operations 
caused gold to move to the United States. The closeness of 
the correlation betNs^een capital and gold movements is seen 
from Chart 10. 

In the case of France, the increase in gold reserves in 1928 
and 1929, due mainly to a change in international credit 
movements which have been described in greater detail above, 
had little time, before the depression started, to call forth a 
corresponding expansion of credit and thus affect the trade 
balance sufficiently to arrest the inflow of gold. Further, for 
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a mijnbcr oJ reasons, the JaH in inle/csl rates difl not lead to 
an increase in Frcnrti capila) e^ports such as might iiave been 
expected in pre-war times in similar circmustanccs. The fart 
that in 192S France Iiad enormous fk>at}ng assets abroad but 
relatively little geld and the coatuja i attraction of gold to 
France (Uider these conrfitio-i-, w^uld leem to reflect the lack 
of stability of the worW ccmuiToic wtuatiow in the years before 
the depression. 

Thus, in 1928. the international ecouomic situation — witli 
regard to the relation of nnHonal price levels, tarifls, international 
lending and the distribution o! gold — was imdoubledlv snllering 
from a lack of balance *. 


.'aSiSS'Src.fipto tt'l” wn W«. ll>. 



F. Tnn iN'sxxVBiLm' or the Econojiic Situation 
ABOUND 1928, 

The economic siLiiation of the world at a given moment is 
never balanced and stable. Hence the instability before the 
present depression cannot in itself be regarded as explaining 
why this depression has reached a degree of severity unatlaincd 
in pre-war crises. The question arises therefore w’hethcr there 
was in 1928 any factor which made for an instability greater 
than that normal at other times or before the w'ar. Only if 
that question can be answ'cred in the affirmative is it possible 
to explain the severity of the present depression partly by 
reference to antecedent conditions. 

It is well knowm that business cycles have been rather 
different in countries in an early stage of economic develop- 
ment and in those with a more mature economic sj'stem. 
Hence, it is evident that the economic structure has much to 
do with the character of the cyclical movement. It is therefore, 
a priori, probable that structural changes in the woild economy 
will affect the w'ay in which the business cycle develops. It is 
also probable, as has already been mentioned above, that a 
lack of stability or balance may lessen the poNver of resistance 
of the economic system to the disturbing tendencies of an economic 
depression. Of course, the w'orld may still be prosperous in 
spite of surplus capacity and the existence of maladjustments, 
but thisTact — which is borne out by experience — only proves 
that such circumstances are not sufficient to cause an economic 
depression. It does not prove that, when other factors contribute, 
the depression wall not be aggravated by unbalanced circum- 
stances. 

Examining the question from the angle of demand, it seems 
probable that factors which malce for a stable demand tend to 
mitigate depressions, while those which lead to hea\'y variations 
in demand tend to intensify them. From this point of view, 
the influence on the present depression of the factors briefly 
discussed in previous sections and also of certain others is 
clearly apparent. 

First, tendencies towards a growing surplus capacity in the 
production of certain important foodstuffs and raw^ materials 
as well as in manufacturing industries made the situation 
unstable. If in a given industry there has long been a sub- 
stantial excess capacity and the industry has adjusted its 
sales and its replacements policy accordingly, the unstabilising 
influence may not be veiy serious. Whei? economic depression 
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ofcurs tlic indwsJrv m-cO Rol be more disturbed tUau it would 
have been had its capncitv and output been more normni relative 
to demand. If. iiowever, llie productive apparatus has been 
expanding immcduitelv Iwlorc llic depression more rapidly than 
demand, then the sudden amval of bad trade conditions clc.irjy 
reveals the existence of a considcraWc surplus capacity, not 
onlv in comparison with the reduced demand, but also wilb 
more nonnat demand. Thon'upon, alt demand for replacement 
and of course all new investments immediately fade avsmy. 
Moreover, the prices at which the products of such an iudustrs’are 
offered for sale are hkely to drop much more than \yould have 
been the case had the sales policy liecnadjustcd to thecxislniccofa 
surplus capacity ioT atongtimcpreviously. Such a decline of prices 
causes a great change in the distribution of income, a fact which 
may upset general demand conditions to a considerabK' extent. 
For nislanee. a heavy drop in the prices of primary products 
will rextucc the incomes of certain new countries and lend to a 
cutting-down of their demand for manufactured goods from 
other countries. It is necossary to stress the lact that a failure 
to realise in time that producm'c capacity is outrunning future 
demand must make for Instability of ins-estmcnt. K similar 
influence is exercised by continuous ciianges in tariff policy 
as ViTll as by the failure of industry in general to adapt itself 
quickly to changing conditions. This iiistability of Investment, 
or in other words the tendency lovvardsarapjd decline in riemniid 
for investment goods during depressions, is one of tlip most 

? olcnl factors in intensifying the slump. This point will be 
urlher discussed in Chapter VI — C below. 

High and mcre.'ising inventories arc another cause of insta- 
bility. Mlien prices start failing noboily wants to carry stocks 
and therefore everybody is anxious to r^lucc their actual stoclis 
as quickly as possible.’ Thus, the greater the stocks the more 
quickly will the demand for new commodities fall off. If large 
quantities of commodities are in the hands of loose iijoflopolislic 
OTganisalions which are apt to hre.ak domi once the decline of 
pnees has begun, then the position is alf the more unstable, 
the volume of commodities put on the market will then be 
subject to a large increase at tlie veiy time when demand is 
restneted. As a matter of fact, the existence of such organisations 
mp well increase insUbilily even if Ihev have not led to a 
Stocks but only to a pre\ious restriction of output, 
iw break-up of agreements to restrict production may under 
certain conditions lead to increased output at the ven’ times 

existence of large stocks. On the other 
hand, strong organisations which control output in such a way 
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that abnormal slocks never accumulate may exercise aslabili-jing 
influence. 

The lack of balance in the situation may lie, not only in surplus 
capacity or large stocks, but also in an unbalanced price system. 
The relative prices of different commodities or commodities at 
diflerent stages of production and of the various factors of 
production may have a more or less abnormal relation to one 
another. If, for instance, cost elements are not adjusted to one 
another and to prices, production may be unprofitalile ; a further 
decline of prices when t he depression advances may in consequence 
be more serious than it would otherwise have been. Naturally, 
if through one circumstance or another, production does not 
pay even under good trade conditions, the financial position 
of the companies and firms concerned is weakened. Hence, the 
arrival of a depression is likely to endanger their future existence, 
to deteriorate their credit, and lead in some cases to reconstruc- 
tions and bankruptcies. Although such financial processes need 
not necessarity affect productive activity, in vei^’ many cases 
they will in fact do so. A weak financial position of conside- 
rable groups of industries must therefore tend to intensifj'^ 
an economic depression. In some cases this is what actually 
happened. Before the depression, production was being conducted 
at a loss in, for instance, large sections of the British cotton 
and coal industries. Unadjusted costs may also mean exceptionally 
large profits, a fact which under certain conditions tends to 
stimulate new investment and create surplus capacity. The 
failure of adjustment of various cost elements is often approached 
from a special angle. IManufacturcrs feel that taxes and social 
charges are too high and are chiefly responsible for the fact that 
total costs cannot be reduced to a profitable level. There is, 
however, no reason why taxes and social charges should be 
regarded as the residual element to be satisfied only when wages 
or any other charges have been covered. Certain elements in the 
cost accounts are, it is true, always more or less fixed. Difficulties 
arise if there are not the required number of sufficiently flexible 
cost items, allowng an adjustment of total costs to a level in 
correspondence -with selling price, 

A special example of the failure of the various cost elements 
to adjust themselves to one another was to be found in Central 
Europe, where i-ates of interest were, for well-known reasons, 
on a very much liigher level than before the war. The effect 
of this on the profitableness of new' technical processes, neces- 
sitating an outlay of capital, and of long-time investment in 
general — for instance, in buildings — does not seem to have 
been always sufficiently realised. In some cases, investments 
were made in very much the same way at an intei-est level 
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of 10 ppr cent, as it riphUy haw been if the rate had 

been only half this ft-jure. When productive capacity can be 
fully uUliseil, suih expensive capital mvesUneut tnay liave iio 
serious effects ; nheii, however, during an economic depression 
plant can no longer be svorked ThU time, the necessity of paying 
high rales of inlm-st is likely to hear heavily on llie financial 
position of the industries concerned. 

Tlie divergence iielween the movements of wholesale and 
retail prices is often quoteil as an outstanding example of an 
incomplete adjustment of prices and costs in the post-war 
cconomv. In most countries, retail prices fell much less than 
TvhoJcsale prices during the e-irly post-war depression and in 
a great many they remained considerably above the level of 
the latter throughout the whole period under review. 

.‘Vlthougli for various reasons the rc.il margin is considerably 
smaller than it appears when current indices are studied, 
comparable indices computed for cerlain countries show beyond 
doubt that retail prices had in t92S risen more since pre-war 
time* than wholesale prices. The existence of this wider marein 
lias frequently given ri.«c to the argument that by not passing 
price reductions — in foodstuffs for Instance — on to the final 
consumer, the retailer has prevented ttiat cxpansioii of demand 
sshich would have helped to siislaiu the prices of tiie primary 
products. Dut the continued spread betwwn wholesale and 
retail prices is largely duo to the fact that llic changes in the 
cost of retail dislnbuliou since pre-war days Imve not followed 
the same course as the changes in the cost of pruduction of the 
commodities handled. Great technical advances were made m 
the production of all classes of goods, whih' corrc.spondlJig 
advances wvre not made in methods of retailing. In iiuinv 
countries, the distribution system is still characterised by the 
existence of large numbers of small cstabh-.hiii('nts opemling 
with small turnover and high costs ; \uch ••stahlishnietils indeed 
hase increased coiisntcrably m iiumbcr since before the war. 
For this and other re.asons, little reiUtclion in the costs of 
retailing has heeii {lossible. At the same time, manv of the 
change that have b«n cfTcrted in the character of retail trade 
since DMore the war kive be«i in the direction of increasing 
sv^i'V'fc is deraaiideit ; the practice of delivering 
a" • onlcTS has ^read. mid a greater pioporlion 

credit. Finally, consumers haw been 
xtv ^ buy in shops which do not display 

their goods aUraclivety and wilh cosUy fittings. 

distribution have risen . 

wTl w-a«es ‘in !u pt^nclwn for another reason as 

wen . wages in the transportation, building ami retail trades 



have ri'jen considerably more than wages in manufacturing 
imiusU'ics and in agriculture in most c<)unfrics. This means 
that workers in the former occupatiojis have been able to increase 
their consumption somewlial at the expense of consumers in 
general. It does not seem probable, iiowcver, that this change 
in the distribution of income has alTected demand in such a 
wiy as to create, in itself, a serious discrepancy between demand 
and supply conditions. Hence, neither tlii.s circumstance nor 
the fact that retail costs have not been subject to the same 
reduction as production costs in terras of human effort seems to 
afford evidence of a lack of balance creative of instability in 
the years before the depression. 

Another factor of a somewhat different character which 
undoubtedly also helped to make the position in 1928 unstable, 
by increasing the chances of considerable changes in economic 
relations, was the position of Russia. As later experience has 
sho\vn, Russia was able to appear .suddenly on the world’s 
markets as a great e.xj)ortcr of certain commodilie-s. .such as 
limber and wheal. The additional sup[)lics thus placed on live 
world markets naturally tended to unsettle the balance that had 
been reached. On the' oilier hand, these sales rendered Russia 
a market for machineiy and other commodities. 

In recent years, the obstacles to international migration 
have been much greater than before the war. Countries with 
a large excess of births over deaths iiavc only to a limited degree 
been able to alleviate tlic pressure of a rapidly glowing population 
through emigration. It is doubtful, however, to what extent 
this fact made the economic situation in post-war years less 
balanced than it would otherwise have been. The farming 
population and the production of foodstuffs in Europe might 
liave been reduced through emigration to oversea countries, but, 
if the immigrants had been employed on tlic land, the tendency 
towards ovcr-producliou of foodstuffs would have been streng- 
thened. Whether increased emigration from Europe would 
have reduced unemployment in manufacturing industries lliere 
is uncertain. 

11 has been much discussed whether the post-war economic 
world possessed a smaller psychological stability in general 
than during pre-war times. It has been said that the experiences 
during and after the war of sudden and forcible changes could 
not but make people prepared for new violent disturbances. 
Thus, it is argued, a drop in prices would be less able to call 
forth demand now than before the war, because society had 
got used to considerable price changes. Unfortunately, it is 
scarcely possible either to prove or disprove that changes of 
this sort have taken place. Tlie conspicuous lack of confidence 



to^rds Iho t-nd of 1930 jnd in 1931 may be the result of the 
depression, ami not the consequence of a sreakened psycholo^cal 
stability in oxKtence InJore the depression started. Theopliraisni 
m the spnag of 1930, which put a broke on the slump in economic 
actisity, tends rather to sutefantiate the view that the business 
psychology h.i(l not become more hesitant or unstable. The 
gravity of political events and the instability of financial condi- 
tions could not. as the depression proceeded, but create a wide- 
spread feeling of pcssimisiB. 

The lack of balance and the structural changes which have 
been described above do not of course in themselves explain 
the depn-ssian which followed. As already ntentioned, the 
world u. never balanced or stable, and yet periods of prosperity 
succeed periods of depression. U stvnis certain, however, that, 
if such factors as have just been described are at work, depressions 
caused by other factors -will be intensified. Consequently, the’ 
following account of the present depression cannot be given 
except against the background of at least a very brief description 
of the economic siluation o! the world in'lhe immediately 
preceding years. 



Chapter III. 


BUSINESS-CYCLE TENDENCIES IN THE LAST 

DECADE. 


In the previous two chapters, some observations have been 
made on the influence of changes in the structure of the economic 
organism. It is usual to make a distinction between factors 
causing such structural changes and cj^clical factors which 
lie behmd the wave-like movements of trade — usiially described 
as the business cycle. This is a somewhat vague distinction : 
among other reasons, because economic science has not yet been 
able to ascertain the causes of this cj'^clical movement. Most 
economists agree, however, that business-cycle tendencies are 
connected with variations on the capital market — i.e., in the 
relation between savings and investment and in the production 
of producers’ and consumers’ goods. There seems to be a certain 
uniformity in the variations of these elements which make it 
fruitful to group them under the heading of factors making for 
cyclical trade fluctuations, while treating such circumstances as 
new tariffs, inventions, and new tastes as belonging to a different 
group of factors which have a more or less constant influence on 
the structui'e of the economic organism. Evidently, this distinc- 
tion is auxiliary to the handling of the enormous mass of material 
which must be considered in any account of economic develop- 
ments. The economic situation is never affected by changes in 
factors of only one kind. On the contrary, all trade fluctuations 
are under the influence of both types of variations. 

Changes in the volume of output in manufacturing industries 
and in the volume of trade are the chief characteristics of business 
fluctuations. Such changes, which are constantly recurring, vary 
greatly in degree. The depression in the year 1903 in the United 
States, which was hardly noticeable in Europe, can be quoted as 
an example of a minor trade fluctuation. The booms in 1900 and 



1907 anil llie InlJowjn^ ilcprossions-wcftf ulltUc more pronounccil. 
li«t kss pronouiu-rd Jh.in Ihe depirs-sions in Ihc ’seventies ami 
'ninolies of Uie la*.l renUirj-. It w probable tlint llie scverily <»i 
tlu so earlier depressions w-av <Ihc to Itic fact tliat cyelical factors 
made for a slump vin'ler conditions which structnntl factors bad 
made exlremelv unstable. In other words, In such cases tt ts 
cornx't to diagno^o a combination of strwctttnvt nmt cyclical 
di'pri-'-sions. . 

M.inv reonoiiik aulhorilics believe that the pre-war cyclical 
fluctuaUuns in trade occiircd fairly rcjjularly at intervals of nhoul 
forty months and that there was'a tendency lowanls a business 
lycto of this kind in all countries which had reached a certain 
stago of industrial dewiopmcnl. 

The course of events during the last fifteen vears has been 
so largely detctmincd by the destnielion and disfoealion causetl 
by the that the undetlying forces of a cyclical character have 
been in a huge measure concealed. Indeed, their Vers’ existenee 
lias been denied. A brief study of the economic development of 
eertnm individual Stales may. ho\ecvcr, help to throw some of 
the umlerhinc forces ttUo relief. 

The fes-crish Po>t-w.»r activity was foUowerl by .a severe 
depression Ux 1920 and the following yr.ars. It was much more 
pronounced in certain countries than in others. In some, n 
fall in the price level aggravated conditions, while inflationist 
CQunlrlcs anffered less owing to the stimulus given by rising 
prices. General recovery came surprisingly quickly. In 1923, 
commodity prices nearly* cverysvhere slopm'd falling and luisi- 
ness conditions improved. In England, tuc Netherjamls, Swe- 
dcH,*ltaly, Cjcchoslovakia, Itrazil ami the .\rgcnJine, ilefiolle 
recovery seems to have begun some thno in the second half of that 
year, u^nle in other countries it had already been in progress 
for some lime (Denmark, Anstria, Austraha). hi the I’nitcd 
Slates and Canada, where the improveru-nts luid statled in 
1922. the summit of a minor cyclical w.^'v e was passed in the 
middle of 1923 ; and tfv sc countries entered upon a brief nhase 
of dcclming activity. * 

The 1921 n'cession in^forthAmerlca wasnol felt in European 
counlnes. rims in England, Swi^ej). N'onvav, S^^i^^eria«d, 
1- ranee. Unly, Spain, Gennm.y, CzeeftosJovakia, Portugal an<l aUo 
m Orazii, the ArgeiUine and Australia production was incrc.asing. 

Some European coanlries wvre feeling the effects of the 
imlialion of a noheyof deflation, and Poland, Estonia, Hungary, 
faced by special difficulties jlnil 

dccbn^Kh to Ihc lemporarv 

decline in the economic actmlv of North America ^ 

tfte year i92o vaa jnarked rather by a tendency towards 
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decline. In many countries, economic activity was adversely 
influenced by the effects of deflation or stabilisation. The United 
Kingdom, Finland. Poland, Austria, Hungary, Norwa}', Belgium, 
Switzerland, Portugal, Brazil and Australia experienced recessions 
varying in intensity. Conditions in the United States and France 
were active, but a' temporarj' decline could be observed in the 
middle of the 3 'ear. Czechoslovakia was nearing the end of a 
cj'clical e.xpansion. In Germany, the upward movement stopped ; 
the second half of 1925 saw a rapid decline. On the other hand, 
Canada, Spain, the Argentine, Japan and India were still in the 
upward phase of the cj-cle. 

In the last quarter of 1925, production in England registered 
an advance which was more than seasonal and continued until 
1926. But the coal dispute and later the general strike in 1926 
paralj’sed all branches of production. These events, however, 
tended to benefit for the moment certain countries such as 
German^', Belgium, Sweden and others whose products direct!}' 
competed with those of the United Kingdom. In other countries 
special depressing factors were at work — e.g.. production in 
R'ance, Spain and Italy began to recede, largely on account 
of monetary difficulties'. 

During the year 1927, the movement was much more uniform 
and general — internationally — than at any other time since the 
post-war depression. Currencies were stabilised and the gold 
standard or gold exchange standards adopted by most of the 
countries which had not done so before. There was a clearly 
marked tendency towards expansion of production and trade. 
Only countries where monetary factors were adverse {e.g., France, 
Italy, Denmark, Norway, Roumania, Brazil, Japan) or where 
civil disturbances occurred {e.g., China) failed to share or to share 
fully in the increasing prosperity. In France and Italy, the 
deflation crises were overcome and the third or fourth quarter 
of the year brought a certain revival. Some countries — e.g., 
Australia — enjoyed a high degree of prosperity. It was only in 
the United States and in Canada that the second half of the year 
showed a short and relatively mild recession ; it came about three 
and a-half years after the previous recession in 1923-24, thus 
making a cycle of almost forty months. The temporary standstill 
and re-organisation of a leading firm in the automobile industry 
exercised a depressing effect just at that time. 

The gener^ improvement in the world economic conditions 
is reflected in the behaviour of capital markets. The international 
movements of gold changed their direction and went from west 
to east ; easier money-market conditions were experienced 
on the important markets. Security prices rose substantially in 
most countries. The rapid decline on the German stock exchange 



was exceptional and w.is caused by action on the part of German 
authorities directed to tins end; some other markets, however, 
lollciwed the German lead. , . 

The tendencies to expansion obscrvwl in 192* continued m 
1928 and, on the whole, were intensified- In some coimtnes,' 
industrial activilv as v,cfi as transactions and q^uolations on 
the stock exchanges altaincil boom proportions. In others, 
however — as. for instance, in Germany and certain cereal- 
producing countries — there was no further rise in the volume 
of manufactured products, but on the whole the level reached 
was niaintainerl. Australia was an exception. The bad crop 
m the winter of 1927-2S exercise<i a depressing influence. In 
Finland, a slump in prices of timber .md a financial crisis in 
the huildmg industry’ caused a certain recession. Industrial 
production in England declined in the firat half of the year; but 
in all probability this was only a Icmpomry reaction from the 
exceptional activity m 1927 which followed the coal dispute. 

In thft absence ol important monetary or other causes making 
for a development along independent lines in individual countries, 
tile tendencies towards a similar movement of business conditions 
grew in strength. 

The beginning ol the year 1929 was very favourable in most 
countries. It is true that in Poland, Hungary, the Argentine, 
Canada, Czechoslovakia. Switzerland, production cither remained 
stationary or even showed a somewhat declining tendency. 
Elsewhere, however — in the United Slates, England, France, 
Germany, Sweden, Japan and others — production continued 
to increase in volume ; in some branches of industry and in 
ccrlnin countries, hitherto imdfcamt-ol levels were attained. 

As the year advanced, however, production tended to fall 
off .and, when the New York Slock Exchange collapse occurred, 
one country after another was drawn into the vortex. Produc- 
tion and trade contracted almost all over the world. 

Chart It may help to render clear the changes in business 
rojidilions which took 

Tlio (Ureclion ol the lines shows the tendency of the changes, 
and thoir dfrisilrj the intensity of tlic business activity. 

riius, the nsimr or falling lines indicate that business activity 
was tuorng upwards or downwards. Tlie horizontal and the 
'•‘“f I™!' «r aclivily mas tnirty stable 

«aa Mw ana a lush level, respeclivtly. In other noirls, horiionlal 
S “““'y »ller™B Irom a depression 

jrhreii on Ihe ssholc gresr neither lietlcr not svorse. while the 
» eonslanl level. The darker 

!he MSiKSSSs'JSnSSS™' 
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This graph requires lo be iaterpreted with care. It is intended 
to give only a general picture and certainly not an exact descri^ 
twn ol conditions in vorinas countries. It does not make possible 
a comparison of the intensity of the depression or the boom 
as between the various countries at a given date. 

Tl>e general impression conveyed is that there was very 
litUc unifomiilv in the movement of business conditions in 
diiTcrent countries during the last decade, especially before 1027. 
Only in a few countries — such, for instance, as the United 
States, Great Bnla'm, Canada and Czechoslovakia — can a 
cyclical movement with a period of three to four years be obserx’cd; 
and even in these cases the inovcmctits did not synchronise. 

This impression is confirmed by a study of the indices of 
the vahime of production for the years 1921 to 1928, which arc 
reproduced on Chart 12. The minor trade fluctuations in the 
post-war period seem to have proceeded in an entirely different 
way in diflcrcnt countries. It was only in 1927 that they began 
to coinci<lc more nearly with one another (although in some 
eases in a very hesitating manner), until tlie present depression 
broke out simultaneously in a large number of countries In the 
autumn of 1D39. 

Among the many slallsUcal series of n financial character 
which might be considered, only one will be included in the present 
chapter, namely the movement of bond yields. Here again, ns 
shown by Chart 13, the movements were far from uniform. 

Reasons for this lack of uniformity arc not difficult to find. 
Under certain conditions, national factors tend to dominate. 
Tlicy are obviously likely lo do so during periods of domestic 
inflation or defl.'ilion. It Ims alre.ndy been mentioned that the 
crisis in 1921-22 -was much more severe in countries which pursued 
a policy of deflation than in those where prices, after a temporary 
setback, resumed their upwanl movement. Finland almost escaped 
n stable price level 

from 102t>-H)22. Aeether exampk- of factors makine for different 
nasmess trends ,ii diaerent .ountries is that an increas" in the 
import of cnpitaj exercises n slimulnttnit jnllnctico of very much 
» "•fdie a considerable increase 

“ ' “port of eopilal may tend to have a reverse edecl. 
nreMSS f?' ‘dW’ '“''S" ■h-'ifliels. must 

SS Sr i condemns in the country in svhicli 

Sled "rfo seriously 

anecua througliout the last decade bv tiie ereclinn of new 
tarifis in sunounding countries, which off a hree nart of 
Auslrnm industry from .Mr /»•«.“ market” 
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loAvards a fortv-m<innis cj-cle before llie vrar, liut, even if tjus 
is true, that tendency has frequently lieeii couuleracteo in one 
country or another* by other factors. Even those countries 
•which display the best evidence of such a cycle have experienced 
periods sshen the upsvard s-wing almost failed to make itsca 
appan-iit on ing to the inlliicnce of stnicturaf fatVoTs o! a oeptftsv 
ing cliaracter. This vras the rase, for instance, in the middle of 
the ’nineties in the United States. 

Ill certain agricultural countries — as, for instance, Russia — 
e\en the major trade fluctuations >ixluch culminated in the crises 
of 1900 and 1907 had very little eftect. This fact does not imply 
that Russia v.-as unaffected by conditions abroad, but onlv 
that crop variations and changes in the price of svheat, which 
were far from following the movement of business cycles abroad, 
exercised a predominant influence. The case of Russia 'vas, 
however, somewhat extreme. 

On the whole, the major trade fluctuations before the 'var 
asserted themselves almost cvciyn here, and the more pronounced 
the boom or the depression, the more similar the movement In 
different countries. However, the simiharily may easilj’ be 
exaggerated. So severe a crisis ns that which occurred in Europe 
in t^ year 1900 had very litUc inlluence in the United States 
and is hardly noticeable on the production ciiix-es in that country. 

It is useful to bear in mind one further fact concerning the 
major trade lluctuaiions before the war in any study of pcist*w’ar 
tendencies ; the period between the highest and lowest points 
of the waves •n-as far from constant. According to a well-known 
study of the business cycie in Great Britain i there -were period* 
of 3, 5, 7 and 5 ye-ars, and two periods of 6 and 10 years, betw-cen 
the peaks from 1^7 to 1912. Between the low points there 
was one period of 7 and one of U years, two periods of 9 and 
throe of 5 years. This certainly lends no support to the idea 
of regularity m the major trade fluctuations. 

A study of both pre-war and post-war conditions thus leads 
to the conclusion that trade fluctuations do not proceed in a 
regular f^hion ; nor are they similar in all or in tlie majority 
oi countries except on very rare occasions. Such rare similarity 
IS more surprising and more in need of explanation than the 
other times. Certainly in the last decade — a 
of unusually strong natianalism —e.o., as regards finance, 
,v,„ ~ '‘ffy httle uniformity can be observed as far as 
fluctuations are concerned. But in the post-w.ar 
penod, though the minor nnctuations in economic activity 

Tie PTvUrm ani ,j, StUing-. KewYoiV. 
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varied widely from counlrj' to country, the two major depressions 
of the decade — that of 1920 and that of 1929 — made themselves 
felt throughout the whole compass of the globe, and it is wth 
tliis t^fpe of phenomena that the present study is mainly 
concerned. 



Giaplw IV. 

THE PHA.$ES OF THE PRESENT BUSINESS CYCLE. 


A. Bmo’S'EvE View or tiic Cyclc. 

The analysis in the last ehapler makes it clear why it is 
difiicult to stale which vcor marked the befi'nining ot the present 
business cycle which culntinated in 1920 and has shown ti marked 
downward tcndeixcy during the last two In mwt countries, 

business conditions were improving from 102&»t929 wjih only 
n slight Intemiplion in certain of them during llie latter half 
of 1927. But agricuilurc is of course subject to special meteoro- 
logical influences wliich may not coincide with the business 
cycle, As described in Clwptcr H. the depreswon tendencies 
had begun to make themselves felt in agricullure as early as 
1928. For some time the increasing fall in prices was checked 
by keeping produce off the market an<l by accumulating stocks, 
but farm incomes were smaller in the 19^29 period than in the 
preceding year. Alter the turn of the business cycle in 1929, 
the decline in the purchasing power of other industries caused 
a reduction in the demand for certain foodstuJTs and the existence 
of large stocks during such a period iiifensified (he drop in the 
prices of many foods. I Icncc, the situation of agriculture became 
more serious than it would otherwise have been, and the last 
two years have been characterised at least as much by an agri- 
cultural depression as by a business cycle recession in manu- 
lactiiriiig industries and trade (See Chart M.) 

impossible to pvc a precise date at which 
the business cycle turned ilownwards, but Cliart 14 suggests 
that, viewed from a world standpoint, a change was taking 
place m the early autumn of 1929. Since that time the value of 
woiia.tradc and the wholesale price-index of commodities traded 
subject to a continuous decline. 
Ullier ilata of importance lot judging the movement of business 
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Chad U. 

The Value or the Intciination'al Teade or FoRTy-rivn 
Countries, 1927-1931. ' 



conditions show a less regular development. The indices of the 
volume of production in manufacturing industries in certain 
countries given in Charts 15 and 16 indicate that the rate at which 
the depression has been proceeding has varied greatly from 
time to time. 

If the two years since the summer of 1929 be divided into 
four characteristic periods, the first would embrace the last 
half of 1929. Production curs’^es in the majority of countries 
were already falling during the third quarter of the year, and, 
after the stock-market crash in New York, which brought about 
a dramatic fall in stock-market quotations in other countries 
' also, the depression gathered strength and proceeded rapidly. 
(See Chail 17.) 

At the turn of the year, there was a tendency in financial 
and business circles, particularly in the United States, to talce 
an optimistic view of the situation and to assume that the depres- 


' Total imports and exports in millions of dollars ; adjusted for seasonal 
variations. 
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Chart 17. 

PnicEs OF Industrtal, Sharks, 1927-1931. 
(1926 =100.) 



Source : League of Nations Monthly Bulletin of Statistics, 
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s)on wiiltl K- 'liort dunH»oh- Thf «^pflrt ol fajillal from 
Icudmp cosmtries iiirrr:y:vd awd a cousidcrabK' rwe took |ilace 
on Ihtf sto'-k nnrkftv In Iho spring, Uw rat f at 7 .Wchpro(lticlioti 
ws (tfdiiijnp slowi »l down »« most eounlrjcs ; llicrc v.’as cvrn 
nn iniprcivminl in the United States which went beyonu the 
normal ^caioual improvement, ntiring this scconi! period, s\hirn 
lasted till the summer ot 1030. manafactorioR countries other 
Uian the t, niled Slates had felt rtlalivtly little of the deprrssiflfi 
compared with those producing crude feodslofis nnd r»w 
materials. Graduutty, however, one mamifacturing country; after 
another was drasvn into the rapid downward movement in the 
last half of the j-car. Curwa of prodoetion, trade, stoek-cxchangc 
quotations ond eojiimodity pria-i turned derisively ilownwattLs, 
and iiitrm.'ition3] r^ipitnl movements on long trrro practically 
ccascil. C^rlain countries such as I'mnce and the Scandinavian 
proiip, in which hus'mess conditioas had been Rood up to the 
summer, now becau to feel the inlluenct; ot rrducwl demand 
abroad, while the depression grew more and more severe cisewhcec. 

' (See Chari IH.) 

In the beginnloR of 1031, Uie course ot events ot the pnfccJlhg 
year was to a large extent repeated. Tlic rate of the iiepresslon 
slowed down consuierably. The svifumc of output fn ntarinfactaring 
industries increased seasonalty and In some eountrios surli 
as the United Stalca — even a lillle mere. Ih^ssimism bewme 
Jess acute and speculative shares rove rapidly on the slork 
markcU. In many quarters, hopes were nourished that tWs 
impros'CDient was to be the bcfpniung of a real recovery. These 
hopes were, however, not justified. In Mav, the siluatmn some- 
what suddenly changed lor the worse, I’olitical and financial 
events caused diseouraRcmenl and a witlidrawal ot fnreien funds 
from borrowing countries took place on a considerable scale. T^e 
discrepancy between interest rales in these and in Icndinc 
countries increased. {See Ch.art 19) . 

A fceliiig of pessimism was again doinin.^nt and the dearcsshn 
practically all industries and all countric*^ in course 
months tlic depresrion seems to 
® faster in Europe than risrwlierc ami 
unfm^hS ““Mrits Uius became almost ns 

unfa\ourable as elsewhere m most other countries. 

B. The Boom. 

ssad?;^ taSI, «■« in 1!1=9 varied 
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The boom was more pronounced during 1928 and 1929 in 
the United States than elsewhere. The output of producers’ 
equipment rose enormously, and much more than that of con- 
sumers’ goods. Among the latter it was chiefly those of a durable 
nature and belonging to the so-called new industries such as motor- 
cars, radios, refrigerators, etc., the production of which increased 
the most. This fact probably had some connection with the large 
profits realised on stock-exchange speculation which were partly 
used for the purchase of more expensive consumption goods. 
In other countries, there was also an increase in production 
during these years, but boom conditions were felt to a less extent. 
Unemplojmient was on the whole declining, though it remained 
on a relatively high level. In countries where agriculture 
played a large role, the reduction in the purchasing power of 
farmers from the beginning of 1929 counteracted the boom 
tendencies which might otherwise have developed. For Great 
Britain, the unsatisfactory conditions on certain overseas markets 
had a similar influence. In Italy, the progress realised from 1927 
to 1929 was relatively great, but this was probably due more to 
the fact that the antecedent deflation of the price level had 
adversely affected conditions in the first year than to a real 
boom in the following two years. 

The position of Germany was exceptional. The rise on the 
stock market had been broken as early as 1927 by a credit restric- 
tion deliberately imposed by the Central Bank. From the end 
of that year the domestic market weakened, although production 
and trade were maintained on a relatively high level. Towards 
the end of 1928, tlie easing of credit conditions, and the 
influence on German exports of good conditions abroad brought 
some improvement, and after the end of the unusually severe 
winter a considerable upward movement took place. The increase 
in production dui'ing the whole period 1926 was much greater 
in industries manufacturing producers’ goods than in those 
manufacturing consumers’ goods. This fact was due partly to 
the large foreign demand for machines and other manufac- 
turers’ equipment and partly to the rationalisation movement and 
the large volume of construction within Germany. 

It is one of the characteristics of this upward swing of the 
business cycle 1926-1929 that important industries producing 
consumers’ goods — for instance, the textile and boot-and- 
shoe industries — were never able to utilise their capacity to 
the full. In the United States, their production increased 
somewhat, as may be seen from the following table, but in certain 
other countries there was no increase at all. In Germany there 
was, indeed, a substantial reduction of output in the textile and 
boot-and-shoe industries after 1927. 
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Taf>(f I. — fnrffi cf Industnal Produdwn in \ht Umlerf 
(Montlity aviTiitjc^, seasonally adjusted, Dcccmter 1927 = 100.) 
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Ttuis. brion\ v.tis rather a typical invcslment boom than 
a rousmuptiou boom. U is true that the output of the motoj 
m«{u>{ry, the radio industrj* and some otticr new iniiuslr'tes grew 
very nojdly, but the increased purchases ol such commcxhtics 
rwiaireu irurstmcnts of satings no less than the pufehnso oJ 
maclunery. l« other wonts, durable commodities, whclhci 
mtemlnl for producliori or for cens«mp})on. were incn'ascd ir 
<iuanlily to nmeli greater extent tlwm such less^uttibl6 coMVr 
nicfs’ Roods .ns textiJcs and foods. It follows that a larger part o 
total jofome was saved and used lor investment during the boon, 
period th.in during the pnrediiig years. 

m iiltnost all coiuitrirs. rhe period under rovkw was chamc» 
lerlscvt by an f.xceptional volume o( constmclloii ami a very 
K .V\ r'iads. Many ceonomie niithDr5lie.s 

hold the Mew lint this fact was one nf ll»c fundamental comlitinus 
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to some decline. For instance, the index of fmislied products 
dropped from 107 in September 1928 to 104 in July 1929 in the 
United Slates. Raw material prices (compare Chapter II — B.) 
also fell somewhat. It should be emphasised, however, that 
throughout this period the prices of both finished products and 
raw materials, as well as prices of farm products, were on a 
liigher level than in the summer of 1927. The highest point for prices 
of farm' products and raw materials was reached in May 1928, 
and for prices of finished products, in September 1928, The fact 
that prices turned downwards long before the culmination of 
the boom is clearly shown by various indices of sensitive prices. 


Table. II. — Quantum and Value of World Trade 1925-1929.* 

1925 1926 1927 1928 1929 

Prices (gold) ... 100 93.5 91 90.5 88 


Quantum 100 103 111 115 120 

Value 100 96 101 104 105.5 


The general increase in production was reflected in an expan- 
sion of foreign trade. The table above shows that the increase 
in the quantum of trade was much larger than in the value, 
'World-marJcet prices of commodities traded in internationally 
fell rapidly from 1925 to 1927 and a little in the two following 
years. Here, again, the tendencies were of course different in 
different countries. Chart 20 illustrates the changes which 
took place from 1927 to 1929 in countries for which indices 
of the volume of trade are available. They require no special 
comment. 

One of the most important aspects of business conditions 
during a boom is of course the movement of profits. Unfortu- 
nately, the e\ddence available is rather unsatisfactory. The general 
impression obtained from a study of this evidence is that profits 
rose substantially from 1927-1929, but much less than the stock- 
exchange prices. According to figures compiled by the National 
City Bank of New York, total net profits in six hundred American 
corporations were 22 per cent higher in 1928 and 39 per cent 
higher in 1929 than in 1927. It may be added tliat they were 
27 per cent higher in the first half of 1929 than in the first half 
of 1928, - w'hile they were 14 per cent higher in the third quarter 
of 1929 than in the third quarter of 1928. It is interesting to note 
that the increase in profits in the motor-car industry, despite its 


" of Nations JMimoranduni on Production and Trade 1925-1929. 

- liascQ on figures for about 900 corporations. 
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rapid expansion, were only about two-thirds of the averages 
given above. 

In an account of business conditions during a boom period, 
it is necessary to pay special attention to the conditions on the 
capital market, as phenomena of speculation and credit are 
closely related to the general expansion. The first twelve months 
after the summer of 1927 were characterised by an easing of 
credit conditions, not only in the United States, under the 
influence of a deliberate policy by the Federal Reserve authorities, 
but in other countries as well. Tliis easing of the money markets 
was one of the fundamental conditions of the general upward 
swing of business, which began or was stimulated during that 
period. Tlie Federal Reserve system on this occasion led the 
•way in a policy of cheaper credits, with the consequence that, 
in the thirteen months following May 1927, there was a net 
export of gold from the United States of no less than 6600,000,000. 
The credit expansion which took place during this period in 
the United States went largely to the financing of speculation. 
According to available statistics, no less than 86 per cent of the 
total increase in bank credit was used for that purpose. Thus 
the foundation was laid for the stock-exchange boom which 
followed. 

In the summer of 1928, the credit situation changed both in 
• the United States and in the rest of the world. The American 
boom in construction, in the motor-car and other industries and 
on the stock market, led to a stringency on the money market 
and to an effort on the part of the Federal Reserve authorities 
to counteract the speculative movement. The excesses to which 
speculation had gone is illustrated, for instance, by the low yield 
of shares. As late as in September 1929, the average yield of 
industrial shares was less than 3 per cent, according to compu- 
tations by the Standard Statistics Company. To counteract 
these tendencies, discount rates were raised and large sales of 
securities by the Federal Reserve Banks took place. Further, 
commercial banks in New York were persuaded not to lend 
money to the stock market. However, private monej' was 
attracted to the stock market by the high call loan rates, which for 
long periods averaged 8-9 per cent. This restriction of credit 
and the consequent high rates on the money market also attracted 
foreign funds and led to a reduction of American short-term 
•'investments abroad, while the issue of foreign securities in New 
York had already become much reduced at an earlier stage of 
the stock-exchange boom. These capital movements naturally’’ 
affected the balances of payments of various countries, not so 
much by changing tlie imports and exports as by reversing the 
gold movement. In the latter half of 1928, the gold stocks of 
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the Unilrd Stales remamcd almost constant, but January 
to October 1929 they rose by more than $300,000,000. 

At about the same time, considerable amounts of fiom 
attracted to France, although under the infhience of an entirely 
difTea’nt set of circumstances. The French price 
relatively low in terms of gold after the stabilisation of the fra^ 
'lliis tended to stimulate the exports and to restrict the imports 
uf commodities and to cause a surplus in the b.'ilance of current 
Hems m the international accounts. As a consequence, loreisn 
baianres, of which large amounts had been piled up during the 
so-called flight from the franc, grew rapidly. In the first hali 
of 1929. the Bank of France exchanged a part of these foreign 
exchange reserves for gold. Later, when the Central Bank no 
longer deliberately pursued this policy, gold continued to flow 
111 owing to the active balance of payments. 

The high rates on call money ruling in the United States, 
the fear that the stock*cxcliange boom there would end in a 
sudden crash and to some extent the strain on {{old suppbey. 
induced Central Banks elsewhere to raise their rates and restrict 
credit. 


C. Tiic Tuns. 

Just at this lime, in the summer of 1929. construction * and 
production in manufacturing industries in many countries ceased 
to expand and in some contracted appreciably. Tlve apex of the 
boom seemed to be liave been reached and passed, llie orders 
for machine tools had turned sharply downwards in the beginning 
of the year and orders for other important equipment goods 
had followed the same course in the spnng. It is of course impos- 
sible to indicate a single montli as that m s\ hicli the turn actually' 
took place. Certain series changed direction much earlier than 
others. It has already liccn tnenlioned that commodity prices 
started rnovmg downwards in 192S. But the redHClion was 
slight during the first half •>{ 1929 aud, in view of rapidly increasing 
productivity, it cannot fc. regaided as of great consequence for 
a fufigincnt of the b«su<',, cycle tendency in that period. The 
pnccb of important wor,.i staples mo\-cd in a very irregular fashion, 
sorne rwng, others falling, and no marked change took place 
ounng the first nine months of the year, although the tendency 
^ «« staples was slightlv down-- 

V crash in “October 

mmii gathered speed. With regard to 

ment of share prices, it must ^ stressed that the experiences 

‘ Ste Ctuiplej' V~A. 
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of the New York Stock Exchange were exceptional. In most 
countries, the quotations of shares started to decline at the 
beginning of 1929, in Germany and Japan even earlier. The 
relatively pessimistic view taken by speculators outside the 
United States, would seem to indicate a foreboding that a 
cliange in the business situation was imminent. Money rates 
were, as already indicated, entirely under the influence of Ameri- 
can .conditions. Only after the October crash did they turn 
decisively downwards ; but their decline in the following months 
was exceedingly rapid. The value of world trade also declined 
in the last quarter of 1929, but it is probable that the reduction 
in values was chiefly due to the drop in the prices of the commo- 
dities constituting that trade and only to a smaller extent to 
a contraction of the quantum. 

The change in the output of manufacturing industries in 
certain countries can be followed from the charts given in Section 
A. It will be seen that output fell olT in Canada and in Poland 
in February 1929 and in Germany and the United States in June 
of that year. The maximum figure for Great Britain was 
reached in the last quarter of the year. In Japan, production 
seems to have remained on a fairly stable level during the 
whole of 1929 and perhaps even increased a little, in spite of 
the fact that demand had begun to fall off some time before. 
In France and Sweden, the decisive turn only came in tlie 
following year. There are reasons to believe that, in a consid- 
erable number of the other countries which publish no indices 
of output in manufacturing industries as a whole, the slackening 
in general activity began in the summer of 1929. 

A comparison of such figures for production and share prices 
leaves the impression that the extremely -vdolent speculation 
and credit inflation in the United States delayed the break 
' on the capital market and the change in the psychological at- 
mosphere for a few months. It is significant that the wholesale 
price index in the United States moved upwards in the third 
quarter of the year, wliile commodity prices were falling 
elsewhere. 

To what extent the changes in production and in general 
business conditions in the spring and summer of 1929 were due 
to the stringency in the credit conditions referred to in Section B 
above, it is impossible to judge. The general evolution of pro- 
duction and of demand had been such, however, as to render it 
probable that, even if there had been no speculation on the New 
York Stock Exchange, if international capital transactions had 
been other than they were and monej'- conditions easier 
during 1929, some change in business conditions would have 
taken place at about the same time as it actually did. On the 


9 



— 130 — 


other hand, it is also probable that the reversal of bvisitiess 
trends ssould have been much less radical and violent. The general 
increase in money rates in the third quarter of the year could 
not but contribute to the restriction of business activity. 

After the break on the New York Slock Exchange, which 
decisively influenced other stock exchanges, commodity prices 
started to fall with great rapidity. Money rates were allowed 
to decline, but at this stage influenced but little the situation. 
Optimism gave way to a feeling of growing pessimism ; purcliases 
were restricted and enterprise abandonra. 



Cliaptcr V. 


A DESCRIPTION AND ANALYSIS OF THE 
DEPRESSION. 


A. Production and Consumption. 

Production. 

It is difficult to make any exact measurement of the effects 
of the depression upon the world’s productive aclhnty. Several 
methods of approach are possible. In this section three main 
sources of evidence will be discussed — indices of production, 
records of unemployment and statistics of stocks. 

The most comprehensive production index is the annual 
index of the production of foodstuffs and raw materials compiled 
by the League of Nations.^ The general index for 1929 and 1930 
is. as follows : 


Table I. — General Indices of Production, 
1929 and 1930. 


Continental group 

1925 = 

= 100 

1929 = 100 

1929 

1 

1930 i 

1930 

Europe 

117 

113 

96 

North America 

105 

97 

93 

Rest of World 

108 

110 

102 

World 

111 

107 

97 


* Cf. Memorandum on Produelion and Trade, 1925-1929 /30 (Geneva 1931),_ 
Chapter 11. The indices lor 1930 are provisional. 
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la cxaniitiiRjj the above figtire^ sbouW be obscr\'e«l tbal 
about t-no-Ihirds oJ Jbe fonuoodilics included in the index are 
of asrituUural origin. The tact that the agfiregale drop \*i'as not 
greater is indeed due to the maintenance o{ a^cuitural produc- 
Ijon in ^pite of the decline in prices- 

The variations m the output ot agrvcuUute may be seen 
from Uie loUowng table sliowing indices of agrjcuUural produc- 
tion - foodsUifTs, raw mntcriais and totaL* 


Tablt //. — /ntfifcs of <1j;rtriiAur<if Production, 102Q and 1030. 
(Base 1925 * IGO.) 


Conllneata! gtoapi | 

Foodvtoa* { 

Raw »; 

>tcriaE« { 

Total 

1920 i 

1930 j 

IK? ! 

1930 j 

t929 1 

1 1930 

Europe i 

109 

110 1 

1?5 1 

iml 

in 1 

110 

N'orlh America , . . 

91 

1 92 ■ 

100 

mi 

Of) 

w 

Rest of World .... 

101 

1 1 

112 : 

112 i 

107 1 

111) 

•World 

lOV ' 

pios 

in 

j llO 


106 


The supply of asncultttral ptoilucU in o Riven year depends 
both on the acreage under cultivation and on ot/nosphe/ic condi- 
tions. In 1930, the changes in aertage, if any, were Unimportant, 
and the weather was generatly favourabK\ Thtis the total 
agticidhiral ptodwetion actually intttased dunng the depression 
year. 

Rumper crops ol loodstufis -weto reaped in 1923. The accTo- 
gate crops of the following year were both below the avenige' 
preceding years and exlrr^taelv tiaeqasl Tlio Yields 
of were again abundant. The u-orld har>-e 5 l of wheat, in 
ol the pitwdins year bv 13 per cent 
f ^ cent grcaler. 

Twutded oulv in the case ol maae, 

cane sugar, enffee and hops. 

output of agricultural raw materials in 
production of festife 

S inS&trbl ‘“creasedlcss th.an any other group 

01 inaustria l raw materials, rose. Tlie output of vegctable-oh 

nal W^^t eolMual prodart and hop*, bol 

rnOtir. ciuat* teUlles. tobarco. rt^tabJe oU maieiiaU. »sd 





133 — 


materials would not have shown a drop, had it not been for the 
extraordinary variations in olive-oil production in the two 
years considered. This is the main reason for the low European 
index for 1930. Rubber production, again, was largely affected 
by tlie artificial control which eventually failed and led to a 
huge over-supply in 1929. The decline of 6 per cent in 1930 
was far from sufficient to re-establish the balance. 

The agricultural depression was considerably aggravated 
by the inequality of crops in the last years under review. The 
agricultural 3 ^ear 1929-30 opened with abnormally large stocks 
of cereals. In the following season, the cereal harvests reaped 
in North and Latin America and Oceania were relatively small, 
while the European crops were of record size. As the require- 
ments from overseas of the chief importing market consequently 
contracted, the major exporting countries found it difficult to 
market their whole supply. Accordingly, although the world 
harvests were reduced, a large surplus was carried over to the 
subsequent season. The world crops in 1930-31 were again 
large and again varied greatly in different parts of the world. 
Tlie United States suffered from a serious drought. Soviet 
Russia, on the other hand, increased her food crops by 
approximately 20 per cent. A further disturbing factor thus 
arose — a sudden large increase in Russia’s exports. 

The inelasticity of the supply of agricultural products rendered 
the market more and more unstable. Stocks rose, while the 
restriction of international credit transactions ^ made it more 
and more difficult to finance them. Prices declined rapidly. 
(See Chart 21.) 

The disturbances consequent upon the accumulation of 
large stocks of agricultural products and a simultaneous heavy 
drop in prices were particularly severe in the Argentine, Aus- 
tralia and Canada and in some other minor producing countries. 
The value of the Canadian crop in 1929-30 is estimated to liave 
declined to 84 per cent of the 1928-29 figure, but this probably 
gives too favourable, an impression of the actual situation; a 
much greater drop must have taken place last year. In the United 
States, the value of the crop of 1929-30 has been estimated 
as 1 per cent greater than that of the preceding year, but the 
following year saw a drop of 29 per cent. 

The shift in agricultural production away from the bread 
cereals which had begun a little before the depression “ did not 
advance much during 1930 and the first half of 1931. One factor 
which counteracted the tendencies making for adjustment was 


’ Sec Chapter V E, below. 
* See Chapter II A. 
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the increase in European food tariffs.^ Further, in many countries, 
measures designed to increase the demand for home-grown 
grains were introduced. As a result the price of wheal in many 
European countries has remained at least as high as before the 
depression. The wheat acreage in Europe has not been contracted 
in spite of tlie fact that Europe has drawn much less advantage 
from the technical progress tlian other continents. The figures 
for the area under wheat in Europe (U.S.S.R. excluded) are 
given below : ^ 

1928 28.9 million hectares. 

1929 28.4 » « 

1930 29.5 » » 

1931 29.5 » » 

In certain South-Eastern European exporting .lountries, a 
reduction took place, but it was offset by an increase in other 
countries protected by rising tariffs, Tlie area under rye has 
been considerably contracted in most countries, partly because 
of the fact that only insignificant quantities enter into interna- 
tional trade and that therefore maintenance of prices through 
protective measures is relatively difficult ; this rendered profitable 
a shift from rye to wheat cultivation. The reduction of the ^e 
area in Europe is, however, small compared with the contraction 
of the wheat acreage in other continents. 

In the United States, the contraction has been relatively 
slight or from 24.9 million hectares in 1929 to 23.3 millions in 
1931. Tlie Federal Farm Board and other organisations which 
w'ere set up to administer the Agricultural Marketing Act in the 
summer of 1929 have carried on a price stabilisation policy 
which in the harvest year 1930-31 kept wheat prices in Chicago 
about 15 per cent above world prices. Tliis influenced exports 
and, in spite of increased feeding to live-stock, the visible supply 
of wheat in the United States at the end of May 1931 was more 
than 50 million quintals as compared with 33 millions in May 
1930. The former figure is more than half of one year’s pro- 
duction in that country. 

The Argentine, Canada and Australia, the very countries 
which have probably been able to reduce costs more than others 
through the technical progress which was described in Cliapter II, 
have been forced by the low prices of cereals ruling on the world 
market considerably to reduce their area under wheat, as may 
be seen from the following table ; 


* See Tabic V. in. Appendix and The Agricultural Sttualion' in J9i9-So 
published by the International Institute of Agriculture. 

= International Institute of Agriculture. 
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Ta6(e 

///. — 

Area tmrf(T * 


Hectares (OOO.OQO's) 



192S 

1939 

1930 

Argentine . 

9.1 

6.4 

s.o 

Australia . . 

6.0 

6.0 

7.3 

Canada . . 

9.8 

10.2 

10. 1 


The Ru&sian production of wheat, which rose before the 
depression, has continued to do so in the fast two years. FaMoiir- 
able weather conditions made the harvest in 1930 verj' larf^ and 
the export of wheat from August 1930 to May 1931 amounted 
to 2.8 itullion tons. AllhouRh tlus represented a large increase 
compared with the previous year, it was only about 70 per cent 
of the norma! pre-war export. 

The tendency towards increased output of animal food- 
stuHs seems to ftave continued almost cven-where during the 
depression. On the other hand, demand for these tvlativoly 
expensive foods has probably been unfavourably affected. It 
is not surprising, therefore’, that their prices, which W’cre 
fairly well maintained in the beginning have declined rapidly 
since the autumn of 193Q. Esvn by the end of that j’car, 
howoN’cr, their prices had not fallen from the as'erage of 1929 
more than the price of fodder, but they dropped much more 
rapidly in 1931. Dairj- farming has thus become far less profit- 
able than a year ago. 

In view Of these facts and the difficulty experienced by many 
farmera in raising the capital needed for an expansion of dairy 
fanning, it is not surprising lhat in many counlries the Incnosc 
in the production of animal foodstuffs has been slight. On the 
other hand, to }udge from export returns, Australia, South 
Alrica, New Zealand, the Irish Free State and Denmark, in 
•which cereal prices liavc not been maintained at artificial 
levels, have increased their dairy fanning to a borge extent. 

Thus, the drop in prices both of vegetable and animal food- 
stuffs has not led to a reduc**d supply, ralher the contrarv. 

In striking contrast with the movement of agricultural 
production, the output of uon-agTicultural ra'w materials rose 
steeply m 1929 and fell heavily in 1930. » Tlic >yorId index 
01 the output of non-agriniUnral products in 1930 •was thelo-svest 
^nce 1926, the year of the British coal dispute. These raw 
materials, however, •« loh w* in thn »Vo„ 


ogricullurat products. 


■« Ifss in the combined index than 
'• The index for the production of both 


f tnslltnte of AHicnWnr*. 

nve Hides ttrmpnses luelt. lortais. cbemicaU, 


. ceraeni and wood pulp 
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groups of commodities for 1930 is higher than that for 1927 
and only slightly below that for 1928. ^ 


Table IV. — Indices of Raw Material Production, 1929 and 1930* 

(Base 1925 = 100.) 


Continental Groups 

Inorganic raw 
materials 

All raw 

materials 

1929 j 

1930 

1929 ! 

1930 

Europe 

133 

122 

131 


North America .... , 

119 

! 98 

114 

■liin 

Rest of World .... 

129 

124 

116 


World i 

126 

111 

120 

H 


The reduction in world production of coal and lignite during 
1930 by 127 million tons or about 9 per cent was very striking. 
Output in the United States alone fell by 70 million tons and 
stood at a lower figure than in any year since 1922. The decrease 
was also considerable in Germany, the United Kingdom and 
Poland. Petroleum output was reduced less — by 11 mijlion 
tons or 5 per cent — and remained higher than in any year 
before 1929. The reduction was mainly due to the application 
of the restriction scheme in the United States. Several other 
countries — namely, the U. S. S. R., Roumania, Venezuela and 
the Netherlands Indies — increased their output. 

In the metal group the greatest drop was recorded. The 
production of pig-iron was commonly accepted before the war 
as a rough index of general industrial activity. Its value for 
this purpose has decreased in recent years, but, together with 
the crude steel output, it reflects fairly well the variations in the 
heavy industries. The output of iron and steel in 1930 was 
reduced almost to the 1926 level. As compared with fclie record 
figures of 1929, the drop in iron output was about 18 million 
tons, or over 18 per cent, and that in steel output rather more — 
26 million tons, or almost 22 per cent. The drop was again 
more pronounced in North America than in the other important 
industrial area. The contraction in pig-iron was slightly, and 
that in steel considerably, more than a quarter in America, 
but about a seventh only in Europe. 


' Cf. Chapter I — ^A. 
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The production of Don-ftrrous metals vras allected in much 
the same way as that of iron and steel ; but the reduction 
more moderate. Copper output tell by 18 per cent, that of tin 
by 9 per cent, that of lead by 7 per cent, and that of zinc by 6 

^ The restriction o{ the production ot metals has been facilitated 
hy the existence of national and international combines and 
cartels in these industries. The statistics show clearly that both 
the advnnv-e in 1929 and the drop in 1930 was greater in the 
countries belonging to the European Steel Entente than in other 
countries of Europe. The Tin Producers* Association was 
strengthened during 1930, and the 22nc Cartel, which n-as dis- 
solved at the end of 1929, inis reconstituted in the middle of 
1931. On the other hand, the policy of control exercised by 
Copper Exporters, Incorporated, was abandoned in the begin- 
ning of 1^0. 

Similar devihipjnents have taken place in the production 
of timber and wood pulp. It is difTicult to gauge the aggregate 
vllcct of the depression upon the timber industt^', as a consider- 
able drop in the output of countries of Northern Europe and 
Northern America — ran^ng from 13 per cent in Canada to 
per cent in Finland — was counterbalanced by a Ntrv large 
increase In the output of Itussia. The contraction of production 
in Northern Europe was mainly due to the reappearance ot Russia 
as St large timber exporter. The pulp inrtustrj*. although not 
afTected fay Russian compelilion. was aho obliged to cut down 
production on acrount of a decline in dcmanih In 1929. the 
syrndicate of Finnish, NorwTgian and Swedish producers of 
mechanical pulp had taken measures to curtail output, and in 
19M the producers of sulphite pulp in Northern and Central 
Europe agreed to adopt a similar course. 

Drastic as the contraction of raw-material production was, 
consumption dwindled still more. Certain industries had accumu- 
lated stocks during the period of boom in I92S-29. but these 
stocks, althfiugh in many cases larger than in normal times, 
wre generally small as compared with the total annua! output, 
from Cbm” ^ 'dsible stocks daring the depression will be seen 

Slocks held hy the producers appear on the whole to have 
^ petroleum, however, this wa* 

*‘‘S»ire, equivalent to almost two- 
in country. In 1930 

decrease in output, stocks wilt 
the nil refinf-ri Volume of petroleum stored bx 

the oil refmenes increased. T7,as. it mou/d appear ffiaf in tftc 



Chari 22. 




TTZrZi 1929, lelalives ; for lead Jdy fet, 1930, relatives. 
pnM In Belgium, Germany, Bpper Silesia, Saar ; petroleum in 
Coal in Bcifc gjading Japan ; lead in the U. S A, • tin, uorW- 
' London and Cambridge Economk ’ 

Sources . far KoniunUurforschnng. ^ 

, Cf Memorandum on Cb- 

lislicaircar-Book of the League of Lciions, 1930.31, xapje 91 - 
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The chart iiv Cliaptcr lY A and the table abo\*e d\‘c a 
general idea ot the course and incidonce of the industrial depres- 
sion. * In the first half of 1929. the general mowment rvns 
erratic ; industry began to be generally afleeled in tlie second 
halt-year. The recession continuetl in’1930, gathering force in 
the second half of the year. In the spring of 1031, as in that of 
1930, the domro-anl trend of pojduction was somewhat checiccd. 

This is a rough summary of world conditions : conditions in 
indis-idual countries wer.‘ very different. Thus in certain coun- 
tri« industrial produetion had begun to stagnate before 1929. 
This rras the case in Germanv where, howixr, a temjwrarj’ 
^pansion took plac» from December 192S to June 1929. 
^le culminaUng Mint of industrial development in Poland had 
been reached and passed by the end of 1928. In Canada, the 
OQYiTiward Ireurt l^gan in Fcbnwiy 1929. On the other hand, 
the general upward movement of the British indices was 
siui Tnamtaincd in the last quarter of 1929, and the decline 
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started only in the earlj’’ montlis of 1930. In France, produc- 
•tive activity advanced almost without interruption in 1929, 
and the level then reached was maintained throughout the 
first half of 1930. Tlie production in Sweden was maintained 
during 1929, except for a seasonal contraction in the third 
quarter, and reached its highest point in the first quarter of 
1930. During the greater part of 1930, the downward trend of 
productive activity showed considerable uniformity. Far less 
uniformity was noticeable in the fii-st half of 1931. Tlie United 
■States showed some signs of revival, in some countries there 
was little change and in others the recession continued. 

The physical volume of production dropped in practically 
all countries during 1930 ; much more in some than in others. 
Tlie drop was greatest in the United States, Germany and Poland 
— the average volume of production in 1930 was nearly 20 per 
cent below that in the preceding year. In Canada, the decline 
in production began earlier than in the United States, but was 
not so pronounced — about 15 per cent between 1929 and 1930. 
Great Britain had advanced less rapidly than many otlier 
countries during the boom period, but withstood the strain 
better, the drop in her annual production in 1930 being only 
about 10 per cent. The total drop was verj* small in Sweden 
and nil in France. 

In the first half of 1931 these relative positions were altered. 
Productive activity in manufacturing industries in most countries 
concerned remained only sliglitly below the average level reached 
in the preceding half-year; but Great Britain and Sweden now 
suffered seriously. The net result was that in North America, 
Great Britain, Central European countries and Sweden the 
aggregate decrease of production from the average level of 
1929 was within the remarkably narrow range of 21-28 per cent. 

Indices of production, taken alone, do not fully reflect the 
violence of the crisis. Tliis is shown more clearly by the records 
of unemployment. It had remained high in some countries, 
especially the United Kingdom, even during the period of general 
prosperity ; in others, such as Germany, it has been increasing 
since the beginning of 1928. But since the turn of the business 
cycle, unemplojinent has been growing rapidlj'^ in practically 
all countries. 

The aggregate number of the unemployed workers in the 
industrial countries of the world was estimated, at the end of 
1929, at some 10 millions ; it reached about 20 millions in the 
beginning of 1931.^ The largest volume of unemployment at 


' C/, Inlcrnalional Labour Office: "Unemploymenl Problems in 1933" (Studies 
and Reports, C:16), pp. 12 ci seg. 
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In the United States, the demand for machine tools and foundry 
equipment was reduced by about one-half during 1930. On the 
’other hand, the high level of production reached in France in 
1929 was maintained in the subsequent year, and only dropped in 
the first half of 1931. 

The contraction in international trade and the low freight 
rates have severely affected shipbuilding. Owing to flow of orders 
received in 1929, shipyards were relatively busy during the 
first part of 1930 and total tonnage launched increased in that 
year as may be seen from the follqwing table. But the tonnage 
under construction in the world fell from some 3,000,000 tons in 
December 1929 to 1,825,000 tons in June 1931. The United 
Kingdom and Germany have suffered most severely. The demand 
of the United States and other countries has been diverted to 
domestic shipyards. 

Table VIII. — Tonnage launched annually.^ 

Vessels of 100 tons and upwards. 

(tons measurements, OOO’s omitted). 

1911-1913 2,962 1928 2,674 

1919-1921 5,788 1929 2,759 

1925-1927 2,031 1930 2,889 

The position of the motor industry is peculiar, inasmuch as 
five-sixths of all motor vehicles are produced in North America, 
where it is the greatest single industry. The total output in the 
United States and Canada decreased in 1930 by 38 per cent ; 
the upward trend noticeable in the beginning of 1931 was of 
a seasonal character. On the other hand, the two chief European 
producers of motor vehicles, France and the United Kingdom, 
suffered comparatively little in 1930. Rubber manufacture is 
closely connected with the motor-car industrj'^ ; in fact, nearly 
85 per cent of all raw rubber is said to be used in the manufacture 
of tyres and tubes. The set-back in the rubber industry in 1930 
was, however, not so serious ; the French and British industries 
actually increased their output. 

In striking contrast to the heavy industries, the production 
of electrical energy’- and electrical engineering appear to have 
been but little aflectcd by the depression, although the long 
upward trend in these industries has been checked. The exports 
of electrical apparatus from most European countries actuallj' 
increased in 1930. Those from the United States were almost 


* Since 1919 not including Russia. 
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mamlaincil ; onlor^. htv^wcr, dccreawl rapitlly towattl* tbe 
end of Ibc year before the j^cncrai indnslnai ertsts, 

condilions jn the levtUe indastry had l»«n ilcprcMioif. The jCvc{ 
of activUy in these inOiistrics in 1929 had hern low in comparrwti 
with other uvdustriM, and by 1930 their nctivily had fallch 
near or In-Iow the level of 10^. Cotton has suffered more than 
other branches of the textile industry ; the mill consumption 
of raw cotton dirnimshed, lu'lwccn the half-year endinj* January 
1930 and the carrespemdinR period m 1930^1. hy 17 per ceul. 
ArUsitv m the cotton-spmmnR imluslrs' in Gennaiiy declined 
m 1929 . in 1930 it fell oft hy 21 per cent in the Unilcil Stales ; 
by ‘28 per rent in the United Kingdom ; in France, by 7 per 
cent ; it was the only important branch of the Ilussian industrial 
activity ill whicli no advance was recorded. Meanwhile India 
rcRUterod on increase of IS per cent. Tlie woollen and worslcd 
trade on the whole resisted the depression much better, A 
considerable reduction in activity — 20 per cent — ss'as never- 
theless recorded in the United Stales. The oclivity of the silk 
and artificial silk iiiduslrles In evncwl declineil ralher lUUc 
during 1929-30. Tlie largest national silk indiistiy In the world, 
that of the United Stales, showed a drop of only 7 per cent, 
and on upward trend was notleeablc in tlie xvlntcr of 1930-31, 
On the other hand, the French silk industry has declined sharply 
BiRce 1923, the total drop In production during the tavo subscriuent 
j’ears being about 33 per cent. The nrtifiei.d silk mduslrj*, 
again, maintained its position fairfv well, world production 
ciccfvasing by only 2 per cent between 1929 and 1930. TIic 
general level of activity In the textile inOustru's was never- 
theless rather low by the end of 1930, but showed signs of 
Stabilisation during the first half of 1931. 

AVith the textile trades, tlic leather and hoot and shoe iiidus- 
tnes were among the first to be scrfouslv nfTccted by the ceiicml 
industrial d^ression. Activity In these iiidusiries had been 
decbniug m Germany and Sweilcn sinro 1927, and in most other 
countries the busiest year v-js 1928, Exrept in France, howeicr, 
me UepreMioii has not ’.yn as severe as in the case of leNtiles. 
rose [^1930 '»'hces for this group 

-.n J." printing industries .acUvitv 

deprSiori°i ^ wmained relatncly stable throughout the 

Id Sn productive activity are closely related to changes 
Ks. After the outbreuk of the crisis, manufacturers and 

and ^wloiwol ot Indmtriet produring eonsumpfs* 

i EOJdl Will be atsnwswl In Oiaplcr VJ— DMuw'. 



— 145 


merclianis restricted tlieir purchases of raw materials which 
tended to fall in price ; thus, while stocks of raw materials held 
by the producers, as shown above, have increased during the 
whole period of depression, it is probable that stocks in the hands 
of manufacturers have declined. Unfortunately, practically no 
data are available to throw light on this question. The case is 
veiy much the same with regard to stocks of manufactured 
commodities. There is reason for believing that wholesale 
merchants have been canying as small stocks of manufactured 
goods as possible and have bought “ from hand to mouth ”. 
Manufacturers, however, were unwilling to produce for stock. 
The stocks of manufactured goods held by manufacturers probably 
increased a little in the earlier stages of the depression, but there 
is no evidence that they have continued to grow. On the whole, 
\'isible stocks of manufactured goods seem to vary less than 
those of raw materials. This is the impression obtained from the 
following indices of stocks for the United States (monthly 
average 1923-1925 = 100) : 


Table IX. — Commodity Slocks 

in the 

United 

States. 


June 

Dec. 

June 

Dec. 


1929 

1929 

1930 

1930 

Raw materials , . . 

120 

186 

125 

195 

Manufactured goods . 

121 

119 

125 

121 


There are of course marked differences in the movement of 
stocks of different kinds of commodities. The statistics available for 
the United States as well as Germany go to show that the slocks 
of producers’ goods have tended to increase during the depres- 
sion, while those of finished consumption goods have decreased. 

In the retail trade a reduction of inventories has also taken 
place, but it seems to have been relatively small. The figures 
for the value of stocks have declined not more than the prices 
of manufactured commodities. However, as the stocks are 
usually kept in the books at the prices at which they were bought, 
the average book-keeping price has declined much more slowly 
than the purchase price. Hence, it is probable that the volume 
has declined a little. In the table below are given certain figures 
for the United Kingdom and the United States. Whatever 
information is available concerning the purchases and sales of 
department stores points in the same direction, as it indicates 
^ that the former .have been restricted more than the latter and 
that consequently some reduction of stocks has taken place. 
Nothing suggests, however, that any considerable decline has 
taken place, although it is possible that the reduction has been 
greater in shops of a different character. 


10 
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Ta&le X. — -ViMjejntnf 0/ S(oci.s.* 



PercenlagB rbangc 


Jeojn 1029 ) 
to 1930 } 

teom 193 O 
to 1931 

Cfnffecf Kingdom | 

Department stores, 1 

Department .vloriw 1 ' 

Co-opeiiitive stores j \ 

MuhipJe stores } 1 

... 

i 

-6.8* 

United Stales 

Ikpartmcnl stores 


-11.6* 


TJie absence of rciiablc inlormnijon concerning tlic vorlwUons 
jn s(oeXs ol conJmodiJfoa is one of the ^njcsl obstacles to a 
scientific anal«k of {}« <ieprewio«. 

The preccaing review of lli« extent and nature of the dchres- 
sion from tl\e cntl of I920 to the niW<tle of 1031 shov^ that the 
balance ol tlic uidustrhd system bw been serionsly disturbed. 
Haw-material nroducrioa decreased by about one-tenth and the 
industrial production perhaps by one-qunrter. Unentployntent 
■was doubled ; in the leading industrial tounlriev il alteclen from 
about one-sixlh to onr-fourth of the entire l;\bour force, and the 
total number out of worh grew to hUie ijian the astounding 
figure of 2d millions. Yet il slicmM not be forgotten that the 
^SSjvgate wealth of the wrfd was, at the outbreak of the crisis. 

before, ^us the fevei of production and the 
“Sgregate national income in terms of goods and services in most 
connlnes .ire even now higher than onfya few yea^ ago. 

Biii/di/ij Arlivii^/. 

oi anj lU 

/fir; 1. enforced m many countries exercised n denre^sing 

SMtaenw on ihf fa ihotmiW™ faflusln- BnfS 

fltac' Ki o ^ of n “* '‘"’"S m Mil- 

uings ofgan to maKc itself fejt. From 1923 onivvrd« rnT>rr»ri>p-. 

Ito^ivity inoroM rnSify 
’ -f <w„r 

• 1 *l>ru»fy.OaiM. 

• Jonuary-May. 
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1923 in Canada, and in the following years a similar, although 
less pronounced, movement made itself felt elsewhere. In 
Germany, the total value of new constructions in 1924 was 
smaller than the estimated depreciation of existing buildings. 
In 1927, however, the value of new constructions was 21^ 
times as great as this estimated depreciation. 

By 1928, the building trade was well occupied in most coun- 
tries and showed a strong tendency to expand ; in many coun- 
tries, indeed, building 'activity was greater than ever previously 
recorded. ITie only important exception was Great Britain, 
where the number of houses finished showed a small decline in 
1928. The number of building permits, however, was slightly 
larger than in the preceding year. 

It is a well-known phenomenon of pre-war economic history 
that, during the latter part of pre-war boom periods, capital 
was diverted from building construction to other forms of 
investment. In such periods, the falling prices of mortgage 
bonds and the rising prices of shares made it difficult to secure 
adequate supplies of capital for building at a profitable rate 
of interest. In 1929 in some countries — in particular the United 
States — such a decline in the construction of residential build- 
ings was noticeable. In the United States, however, the 
volume of construction had been exceptionally large for no less 
than six years, and in 1928 and 1929 the level of rents declined 
considerably relative to building costs. 


Chari 23. 

Building Costs ^nd House Rent in the United States. * 


’) 


•) 



■) 


•) 


* Source : Vicrldjahrshcjlc zur Konfunkturforschung. 

'■ Index of llic New York Federal Reserve Bank. 

* Index of the National Industrial Conference Board. 
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In most coxmtries, on the other hand, construction kept up 
well during 1929. This was the case in Austria, Belgium, the 
Netheriands, the United Kingdom, Italy and Sweden, as shown 
by the following unemployment figures. U was also true oI 
France. Switrerland, Denmark and Poland, and. although less, 
of Canada and Germany. 


TjibJf Xi. — Unrmplotjmenl in the Building Trade. 


1 Pcrcciil.*5!c ol tiade unlMinti oneinpto»ca | 

Numliett of trade 

unionkta en- 
«TOplaye<l< 0 Q 0 ’sl 

JneiRvumj 

Canada | 

0«i- iNelher- ( 
oiaua j bnd« ] 

I^nilcd j 
Kingdom] 

SiiedEiij 

Austria *1 Italy* 

102? 1.8 j 

8.0 ( 

5.3 8.5 

1 

6.^ 

4,7 ] 

1 i 

. 12 43 

1928 .1 0. 1 1 

i 3.9 1 

8.0 7.0 

9.7 

2.4 ^ 

8 62 

1929 .] 0.1 , 

1 7.5 

. 10.4 1 2.1 

8.6 

1.5 ! 

17 I 39 

1930 .] 2.7 

1 26.2 ’ 

1 38.0 6.2 

13.1' 

4.2' 

28 71 

1931 . U.5 

I- ^ 

56.6 / -- . 

IS.C 

' 

— IW 


In Czechoslovakia, the number of rooms finished dropped 
by 25 per cent in 1929. This fa/f xx'as. however, farge/y due to 
the discontinuation from the beginning of that year of tax 
exemption for new houses. Of other countnes for which material 
IS av^ljbJe o.nly Fmi.mri recorded a serious decline m building 
activity m that year. In this counfiy a \-crv pronounced building 
^me to an end m the previoxjs year as a result of the 
tightening of the money marKel and the consenueut sudden 
rcstnclion of credit for the building trade. 

In 1930, divergent tendencies made themselves fell, fn a 
rn,m. particular some tion-Europcan 

w ’ dcpontl on foreign iflVestments, building ap^fs 
the rodut^™ suddenly cherkwh In other borrowing countries. 

f imports and perhaps also the reduc- 

S5. seriously affected constructional acti- 
os the contrartion in the German building trade, 

expcndiiur.. f due to reductions in public 

- ) cnditur e. Ao ^ building in 1929 ■ 

place” » tW»n^ in lb* ssstt« ^ rfcorJiijg unf)npla>->nfnl XooV 

’ CompunoTlrr Insujfd. 

<.n(,aployed reglvttrtd 
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Chart 24. 
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•was on account of public authorities or subsidised out of publsc 
funds. , ... _» •„ 

On the other hand, activity was well mamtamed m certam 
capital-exporting countries — France, Belgium, Swi^erlann, 
Sweden. Xclherlands, Czechoslovakia and the United Kingdom. 
This was one result of the increase in the proportion of capital 
used by capital-exporting countries for investment at home, to 
which reference is made elsewhere in this report. In Dennmrk, 
where the depresrion was relatively little fell, building activity 
continued to expand in 1930. 

Little iiiformation regarding the year 1931 is at present 
available, but from figures for building permits in certain coun- 
tries it is clear that the dcdiiie in building activity is spreading 
(see Chapter VIll). 


Consumption. 

Statistics and other sources of material which throw light 
on the changes in demand and consumption ore exceedingly 
scarce. Figures for world production probably provide the 
best basis for an opinion regarding the variations in world 
consntnption. It is true, however, that in many cases stocks 
have varied considerably from one year to another, and the 
mamitude of sucli slocks Is never completely known. The 
analysis made, in the preceding section of the restriction 
of output and the increase in stocks since the beginning of the 
depression nevertheless serves well to indicate the recent 
changes in world consumption. The present section will be 
concerned more especially with changes in certain individual 
countries which can be observed from figures of domestic and 
international trade, receipts from in^rect taxation, etc. 

Consumption has naturally been affected very differently 
from one country to another, just as within individual countries 
the various groups have suffered in different degrees. As might 
w expected, the industrial countries record a far smaller coii- 
tractmn than those whose economy is largely dependent on the 
export of cereals or other emde produclS which have fallen 
5 The extent of the contraction has again in part 

i-peiiacd on tlie social and economic organisation of the countries 
concerned, and m part on the IcngUi of time during which con- 
dnjous have been depressed. 

production and stocks of foodstuffs have 
*1 consumption has been well maiii- 

wii ea iij spile of the impoverishment caused bv the depression. 

■” f^tail trade amply 

. w that, in European countri« at all events, food consumption 
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has been but little affected. The depression has in many countries 
led to less serious physical want than might have been anti- 
cipated, although in the last few months conditions appear to 
have been aggravated in many countries. Wage indices have 
almost ever^nvliere fallen less rapidly than the cost-of-living 
indices, and State relief or insurance benefits have done much 
to maintain the consumption of the unemployed. 

Even where incomes have fallen, however, consumption 
of all but the very poorest classes has on the whole been well 
maintained, owing to the rigidity of personal habits. It would 
seem that the habit of eating meat and wheat bread acquired 
in the past ten years in many parts of Central and Eastern Europe 
is resisting the recent changes. Thus, although the fall in the 
retail price of meat, eggs and fats has been relatively small 
during 1930, the consumption of these commodities was main- 
tained in Germany, Hungary and other European countries 
which have been not the least affected by the depression. Indeed, 
so far as foodstuffs are concerned, it would appear that the 
upward trend of demand for animal foods, vegetables, fruit, etc., 
noticeable before the depression, continued to assert itself, 
although less strongly than before. This phenomenon has of 
course been partly due to the fall in prices. 

The maintenance of consumption is of course in part the 
result of the inability of the peasant to sell his produce 
except at prices greatly lower than he had anticipated. Its 
value to him as a consumer came to exceed its exchange value. 

In Germany, the consumption of fish, eggs, groceries, sugar, 
coffee, tea and exotic fruits was greater in 1930 than in 1929, 
but for certain of these articles the figures for the first quarter 
of 1931 showed signs of decline. In Belgium, the rapid expansion 
in imports of exotic fruits was arrested, but the figures were 
higher than for any year except 1929. The yield of the various 
taxes on consumption in France was 6 per cent below the 1929 
figure,! but the latest monthly figures show no pronounced 
downward trend. In Austria, more exotic fruits, more wine, 
more sugar were being consumed per capita in 1930 than in the 
previous year. 

The consumption of beer, wines, spirits and tobacco has, 
in 1931, been very considerably reduced. In Germany, the 
consumption of cigarettes was lower in the first quarter of 
1931 by 46 per cent and that of cigars 49 per cent than 
in the coi responding period of 1930. The reduction in 
the United States was 9 per cent for cigars for the period 


’ Indices du mouvemcnl dcs affaires, Institut do Stalistique dc I’UniveTsitd de 
Paris. 
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January-May in those years. Conswmplioij of tobacco in Italy 
in the first five months of 1931 was 11 per co/il Jess than jn the 
corresponding periotJ of 1936. H uncertain, however, to Vvhat 
extent this lias been due to reduced purchasing powr. Taxes 
on such goods have been increased in many countries, and the 
consequent increase in the price paid by the consumer has nntu- 
raUj’ reduced demand. In Sweden and the Kclhcrlands the 
consumption ol tobacco actually iucreased Jjy 7-S per cent 
between 1929 and 1930. 

Tile countries mentioned above are chiefly those «ifh a large' 
manufacturing industrj*, which have sulTcrcd less than in«any 
others from the depression. The situation has been somewhat 
difTcrent for countries largely ilcncndent on the production and 
export of primary products, although, even in their ease, the 
decline in consumption has been mainly confined to goods other 
than foodstuITs. Some countries, however, whose economy is 
dependent upon a single raw material or upon a small number 
of them, haw been so much affected by the depression that cs'cn 
their consumption of food has been radically cut down. The 
Gold Coast may be selected as an example. 


Table XI J.— Pefcrnioge n«dudion 0 / /mporls info ffie GoHCoosf. 
(From the first quarter of 1930 to the first quarter of 1931). 


Canned fish . . . 

. . 66 

Milk 

... 28 

Rice 

. . 53 

Gin 

... 98 

Flour 

- . 64 

Sugar 

... 60 

Salt beef .... 

. . 42 

Tobacco . . . . 


Canned beef. . . 

. . 01 

Cigarettes . . . 

... 74 


One obvious reason why the demand fur foodstuffs has kept 
up so well lies in the constitution ot the human body. ^Ye are 
able to postpone for a longer or sh-uter time our demand for 
atoost everj'thing except food. Further, foodstuffs are con- 
sumed once and for .all when tliej' aiv eaten. Textiles, clotliing. 
Shoes and similar cojijinodjtips are naturally more durable, but 
fumilure. household utensils, molor- 
eramophones. The first group of commodities 
so sfiea less insistent needs than toodslufis. but needs which are 
regarded as ranking higher in the scale of needs than 
clnJ if f two reasons demand for the latter - 

riillna goods might be expected to deefine more during 

periods of bad business than that for the former. 

.K- roatP™! available for retail trade 
suggests that this has actually happened. The cliief conclusion 
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to be drawn from this material is, however, that total sales have 
kept up very well in retail trade as a whole. Some information 
concerning conditions in Germany, the United Kingdom and 
the United States is given in the table below. 


Table XIIL — Percentage Change in Value of Retail Sales. ^ 



From 

192910 1930 

From 

1930 to 1931 

Germany : 

Co-operative stores. . 
Department stores . . 

-f 2.9 
-h 6.3 

— 3.3 (Jan.-j\Iarch) 

— 13.0 (Jan .-April) 

United Kindom : 

Department stores . . 
Co-operative stores | 
Multiple stores and | . 
Department stores j 

— 3.72 

— 4.2 (Feb .-June) 

United States ; 

Department stores . . 
Mail order houses . . 
Ten cent chain stores . 

— 7.3 

— 5.5 2 (Jan. -May) 

— 12.2 2 (Jan. -May) 

— 0.6 2 (Jan.-May) 


Tlie reduction is remarkably small in view of the fact that 
retail prices have of course also dropped. Indeed it is doubtful 
whether the volume of retail trade has declined at all in the 
United Kingdom. For clothing the drop in prices would 
seem to have been substantially greater than that in the value 
of sales ; the volume sold would therefore have actually increased. 
Even in Germany the reduction has probably been small. In 
the first half of 1931, the value of total retail sales was 
16.7 per cent lower than in the same period of 1929. For 
foodstuffs the decline was 13.4 per cent, but this was 2 per cent 
less than the drop in the prices. The retail prices of textile 
goods were 17.4 per cent lower, whereas the value of sales of 
such goods had declined 20.5 per cent. Thus the volume sold 
seems to have dropped about 3 per cent. A study of price 


^ Sources : Germany, V lerleljalircshcfte ztir Konittnklarsforsclmng. 

Umtcd "Kingdom, Board of Trade Jottrnal. 

United States, Survey of Current Business. 

' August-December. 

’ Drop Ironi corresponding period m 1929 : 9, 12 3 and 3 per cent respectively. 





fi<^ircs lor indmdual commodities in ll\c United Slat« lead 
up to verv much the same conclusion for that countrj*. 

In the boot-and-shoc trade there has been a definde reduction 
in sales, and it is probable that for this the decline in “SS 

been only partly responsible. Owing to the unsalisfactoO 
character of the price material it is, however, impoi^ible to 
indicate the exact magnitude of the decline in the volume oi 
sales. Furniture sale.s have also dropped more than sales oi 
most rommodities. For instance, in the United Stales in the 
second half of 1930 the value of sales was nearly 30 per cent lower 
ibiui m the same period of 1920. In Belgium in the first five 
months oI 1931, sales of furniture were as much as 31 per cent 
less than in the same period of 1930. Even in this branch, 
however, sales in the United Kingdom declined very httlc. 
From the period February to June 1930 to the same penod 
in 1931, the reported reduction in the value of sales was only 
I per cent, which indicates an actual incrca.se in the tfuanUtv 
sold. Sales of hardware and fanej* goods have also declined 
but liltle in that countrj*. It is* worth observing, however, 
that the local differences are enormous, the northern part of • 
the country showing much less favourable figures than southern 
Upland. , , 

In the United Slates, Icwcllery sales declined a great deal. 
In the first half of 1930 they were 20 per cent lower than in 
the same period of 1929. The corresponding figure for the 
second half of the year was 21 percent. Here again considerable 
price rvductions make U uncertain how tlie volume of sales 
has varied. On the other hand, the sales of electrical appliances, 
which had shown a rlMUg trend before the ijepression, slightly 
increased even allcrwaras. 

The general impression obtained from these niid other figures 
is that the volume of retail trade has changed veiy little except 
(or a few durable commodilies such as funiiliire* and pos.sibly 
shoes. Certainly in such a cwuntrv as Sweden there has been 
an increase in almcsi all classes of sales m 1930. But in the 
fir^t quarter of I'<31 then* was a substantial decline. But the 
position of th.T countrj’ was relatively favourable and not 
typical of condidons elsewhere. 

\Vhen considering the decline in consumers’ purchases of 
uurable goods, it should be remembered that a drop in the demand 
tor less durable goods such as foodstuffs, textiles, boots and 
^ ,1‘ ^‘^P'^ents a real contraction in consumption, 
hand, even a substantial fall in the number of 
Tn’ or gramophones purchased represents mainly 

a aecime in the number of new consumers of these goods and 
may mean a very slight contraction in consumption. 
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It is natural that, with a contraction of income, economy 
is normally first effected by not purchasing articles which are 
expensive and not strictly necessary, and by postponing the 
replacement of such articles as can most easily be made to last 
a little longer. Thus the drop in tlie demand for luxury articles 
and for durable goods such as furniture, motor-cars, gramophones, 
household utensils and appliances has been relatively great. 
It would appear that the purchases of durable goods have 
declined more heavily in the United States than elsewhere — 
e.g., the sales of motor-cars declined by 29 per cent in 1930. 
The corresponding reductions in the United Kingdom and 
_Italy were 12 per cent and 13 per cent respectively. In France 
an increase of 9 per cent look place. For this at least two 
main reasons may be adduced. The instalment system and 
the practice of using profits from speculation for purposes of 
consumption, which had inflated demand in the years preceding 
the depression, have since had the effect of aggravating the 
contraction in demand. 

Statistics of the production of wireless sets are not available, 
but it is known that the industry was quickly and severely 
depressed in the United States. 

Among countries producing large quantities of foodstuffs 
and raw materials whose demand for manufactured durable 
goods has declined considerably, Poland may be mentioned as 
an example. Imports of clocks and watches were, in 1930, 
37 per cent lower than in the preceding year. Imports of 
musical instruments fell by nearly 17 per cent, books, periodicals, 
etc., by over 15 per cent, and ready-made clothing by 25 per 
cent. In Hungary, sales of household utensils, which in 1929 
were only 63 per cent of the 1927 figure, fell by a further 25 per 
cent m 1930 and weie still declining in the early months of 
1931. The value of imports of musical instruments into 
Australia which amounted to £218,000 in the second half of 
1929 had dropped to £48,000 one 3 ’^ear later, and for such 
articles as jewelleiy, watches and clocks, stationeiy, household 
furnishings, etc., there was a huge decline. Tliis can only 
partly be explained by reference to the increased impedi- 
ments to importation. Cinematograph films are one of the 
very few products for which an increase in imports was 
recorded. 

The changes in consumption discussed above are of course 
not equivalent to changes in demand. A drop in price may 
bring about increased consumption even if demand is no more 
intensive than before. Similarly, the consumption of certain 
commodities may be maintained at the expense of severe price 
reductions, while the consumption of other commodities whose 



prices ate kept reblively stable may decline to a 1;"?^ 
eslenl. TTils conMckralion wot the ulmcwt importance, esjw ^ j 
in the case of i ommodities lor which detnana \% ‘ j 

U is not so imnorlanl in the case ot foodstuffs for which dc 
is iisuallY rflativfly inelastic. Even here, however. In 
where finer uml more expensive qualities may be suosijiu 
for a cheaper and lower grade or vice ivrsa. demand may b 
rather sensitive to price changes. Far instance, the 
in the consumption of butter must be l-iredy due to taev 
that the drop in its price has made some peonJe reduce inci 
consumption of margarine. It may also he due 
that people .arc used to spendiiiR a certain part of thejr mcom 
on food. Hence, n reduction of tlic food prices in general wn l 
tend to make people whose incomes have remained relatively 
stable Inrn to higher and more expensive qualities. , 

House rent represents an important part of the consumer s 
budget. There is little evidence that the amount spent on 
this account has been reduced. There has nowhere been any 
considerable increase in the number of empty flats nnd houses, 
and the decline in rents has only been appreciable lu fl lew 
eoanlrJos. 


B. Phices, XS’ages vnt) Pnonts. 

The rapid fall in prices is one of the most important manf- 
festations of the economic crisis and at the same linie one of its 
most sigiiilicant causes. A sudden decline in commodity prices, 
unrelated to changes in methods or costs of production, involves 
a Mduetjon or the entire elimination of profits : business enter- 
prises are dosed down or work only on pari time ; new investment 
IS discouraged ; men are thrown out of employment ; the demand 
for commodities is reduced and prices fall still further. A fall 
in the price of comrawhlies begets a belief in further falls ; 
prospective buyers withhold their purchases and thus add to the 
forces tending (o depress prices 

• fi^ general level of prices has, in addition, a profound 

inijuence on the distribution of income and tlius an indirect as 
wdl to direct effect on production. 'Hiere an*, in esx'rj' country, 
certain classes whose money income is fixed by statute or , 
ontract ; when prices fall, these classes receive a larger share of 
ika — .that is, with the same amount of money 

y are able to purchase more goods and sersdecs at the lower 
A smaller share is left for those whose income 
''■iwre wages and salaries arc rigid, profits have 
to be.ar the brunt of the reduction. For these and other reasons 
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investment is discouraged. The effects of falling prices differ, of 
course, from industiy to industry and from country to country. 
Countries and industries wliei’e fixed charges, such as interest 
on public debt and overhead expenses, constitute a large propor- 
tion of total expenditure find themselves at a disadvantage 
compared with those in which a larger proportion of costs are 
variable. ^Sniere a large share of a country’s national debt is 
held abroad, a fall in prices operates even more strongly to its 
disadvantage. Countries and industries with inflexible wage 
systems find difficulty in competing vdlh those in which wages 
are more flexible ; in those in which productivity is increasing, 
part of the effects of a general fall in the price level is offset by 
automatic reductions in cost per unit of output. 

It has been shown in Chapter II D. above that, even before the 
rapid decline in prices began, there were certain elements of 
instability in the price situation of different gi’oups of commo- 
dities. In particular, stress was laid on the fact that, in many 
parts of the world, the prices of manufactured goods had risen 
more since 1913 than those of raw materials ; it can now be seen 
that the consequent weakness in the financial position of certain 
classes of primary producers and the excessive productive capacity 
in manufacturing industry are among the factors which have 
intensified the severity of the present depression. In spite of the 
relatively low prices of many agricultural products, total pro- 
duction of this group of commodities (as shovm in Chapter II A. 
above) was also greatly extended. The production of the period 
1922-1929 in the case of several vegetable foodstuffs tended to 
outrun demand. As a result, the general ti'end of the prices of 
these commodities was downwards, in spile of several official 
and non-official attempts to restrict sales. 

With the crash of the New York stock market in 1929, a 
gradual price recession gave place to a large scale liquidation. 
The demand for new investment in all parts of the world was 
diminished. Consumers’ demand was also to some extent 
restricted. Enterprises which had just succeeded in keeping 
going during the upward swng wei'e now liquidated. Stocks 
could no longer be financed ; consequently, large quantities were 
thrown on the market at a time when the demand for these 
goods was restricted — the ine\itable result was a rapid decline 
in prices. Countries producing commodities such as coffee, 
sugar and certain cereals for which there was a tendency towards 
ovei^-production suffered first and most severely. But the 
decline in prices soon spread to practically all world staples 
not under effective control — this meant that the general level 
of prices in all countries moved downwards. 

The following diagram (Chart 25) shows the percentage decline 
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that has taken place in the general level of wholesale prices in 
certain countries between 1928 and the middle of 1931. The 
unshaded part of the bar for each country represents the decline 
up to June 1930 and the complete bar the total decline up to June 
1931. The indices for the various countries are constructed on 
different principles ; no general conclusions can therefore be 
drawn with regard to the relative severity of the fall in prices, 
even in countries with similar economic structures. For example, 
the index for Germany includes some fully manufactured pro- 
ducts, which tend to fall less in price during a depression, while 
that for the United Kingdom includes only crude foodstuffs 
and industrial raw materials and semi-manufactured goods which 
tend to fall more. 

The price indices that are heavily weighted vath raw materials 
and crude foodstuffs have fallen more than those which include 
a large proportion of finished products. Within each country, 
as vdll be shown in some detail later, the prices of different 
groups of commodities have moved in different ways ; in Canada, 
for instance, where the general price decline was 25 per cent 
between 1928 and June 1931, raw and partly manufactured 
goods fell by almost 40 per cent (Canadian frrm products by 
over 40 per cent) and fully and chiefly manufactured goods by 
slightly more than 20 per cent. In most agricultural countries, 
the general level of wholesale prices at the middle of 1931 was 
below the pre-war level ; in the majority of the highly indut a- 
lised States, it was still some 10 per cent above that figure. 

To appreciate the true significance of the price decline, it is 
necessary to examine, not only the general level of wholesale 
prices but also the prices of particular commodities and groups 
of commodities on various markets ; marked inequalities in 
price movements indicate changes in the economic relationships 
between various groups of producers and various countries which 
are of primary importance in an analysis of the depression. 

It may be convenient to set out first the changes which have 
taken place in the world market prices of certain important 
commodities. In the graph which follows (Chart 26), the percen- 
tage decline in the prices of a score of . such commodities is 
shown. The unshaded part of the bar for each commodity 
represents the percentage decline in the first period of the 
depression (1928 to June 1930), while this and the shaded part 
together represent the decline from 1928 to June 1931. 

In cases whei’e some recovery had taken place by June 1931 
the bar is extended to show the lowest point reached. The month 
in which the price touched bottom is also indicated. 

On world markets, the greatest decline has taken place in 
the price of organic materials, the supply of which can least 
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easily be regulated. Practically all these goods are non-European 
staples — crude vegetable foodstuffs on the one hand and 
textile raw materials on the other. Both rye and wheat stood 
about GO per cent below their 1928 level in the middle of 1931 
and certain important colonial products fell to the same extent. 
Of these colonial products, coffee dropped most in price in the 
first few months of the recession ; when the speculation boom 
came to an end in the United States in the autumn of 1929, 
the Brazilian producers were no longer able to secure funds 
with which to finance tlieir slocks and had to throw tliem on 
the world marlcet — in three montlis the price of cofTce fell 
b}^ 33 per cent. Of the important cereals, only maize fell quicldy 
in price ; that of wheat had declined by only 8 per cent by the 
end of 1929. In spite of the favourable haiwest in the importing 
countries in 1929, the world crop of wlieat in that year was 
poor and the Federal Farm Board and Canadian wheat pool 
succeeded for a time in maintaining prices. During 1930, 
however, the decline continued steadily and was very marked 
during the first half of 1931. 

Had it not been for other factors, it might perhaps have 
been expected that, on account of the inelastic demand for 
crude foodstuffs, the prices of this group would not be greatly 
affected bj’' an industrial depression. Wren in the past severe 
depression coincided with short crops, as in 1908, the price of 
the latter rose in spite of the general decline. When the present 
industrial depression came, however, the stocks of wheat and 
colTee were already growing excessive, and the inability to finance 
them, comljined with the inelasticit}’’ of supply, was suflicient 
to cause great fluctuations in price in spite of a relatively small 
change in consumers’ demand. 

Animal foodstuffs have fallen considerably less in price than 
vegetable foodstuffs, although in the second year of the depression 
price declines in meats have been more frequent and more serious. 
For the greater fall in 1930-31 the mild winter of 1929-30 may 
be held partly responsible ; further, the very low prices of fodder 
required for stock-raising and the low prices of cereals stimulated 
' meat production in certain parts of the world. The amount 
of animal foodstuffs coming on the market was thus increased 
while at the same time there was no increase in the demand 
for these relatively expensive foodstuffs. In some cases the 
fall in the price of cheaper substitutes has been considerably 
less than that for animal foodstuffs ; for example, margarine 
has dropped much less than butter. It is a noteworthy fact, 
however, that for many commodities, such as cotton, colTee 
and cocoa, the better-quality grades liave fallen less in price 
than inferior grades. This is probably partly due to the fact 
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that the belter grades arc largely comu/ned hy lho'c claws 
whose cN[}en<liture on such commraitirs has been least iiliecie . 

In Die case ol organic industrial raw inalcrials. Inc suppl) 
cannot readily be ailaplcd to the demand, sshilc at the Mine 
lime demand is svr>- sensitive to changes in business conditions. 
Tor some urlides in this group, such as nihhcr. the supply 
over short periods is practically fixed- JtuWx'r has halJen mon* 
in pnee than .any other eonutiodUy shown in the chart ; in 
the middle ol 1931, its price stood 72 l>cr cent below the 19Ji 
level, the lowest point ever recorded up to that lime. In 1010 
rubber sold in London for Ss. 9J. a pound ; in June 1931 tor 


3d. a pound. 

lu goncml, the ileclinc fn flic price of minerals and inelnls 
has been mucli less than that in vegetable foodslulTs and vegetable 
.and animal industrial raw materials. The output of the fornier 
group can he more readily adapted to the changed conditions 
of demand ami for many* products producers by ngreemciils 
h.ave siicct'calcd in restricting output .and tnninlaming price.*. 
Demand for the articles in this group, chiefly producers’ goods 
arc afTected not so much by price as by changes In general 
business condition*. Kon-fenous metals have fallen more than 
iron and steel products or coal, and sewral of them — such 
,as copper, zinc and tin — arc now lower in j»rire than before 
the war. The production of copper and tin was greater in 1929 
than in any previous year. Tiic price ol copper continued to 
rise throughout 1929, but, ivith (he breakdown of (he producers' 
association in the e.irly months of 1930. copper prices fell va'ry 
rapidly ; prices in tlie middle of 1931 were about -10 per cent 
below the average for 1929. The fall in the price of silver, which 
has reached the lowest noinl recorded, forms a separate chapter 
in the history of the depression and is considered m detail in 
another .section. 

No world-market price for coal ,s shown on tJio chart because 
this commodily. though tnwhd in to g considerable extent, is 
ve^’ heavy in proportion tc. )•-, value and its price is largely 
- ■ riain export markets coal has 
1*"^ ‘h most markets it has 
®*tne has even incre.ascd 
considering the relatively sliglit drop in coal 
hotb with other commodities and with 
declines recorded during previous perioiis of economic 
steadih- siai So 

• and steel, centralised control and producers’ 

resulted in production being greallv restricted 
pric 5 maintained ; in addition, many long-term orders 
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given during tlie upward swing of the business cycle and extending 
into 1930 have helped to keep up prices in this industry. These 
commodities, lilce coal, are expensive to transport ; their prices, 
too, are largely regional. 

Thus prices of staple commodities on world markets fell 
between 1928 and the middle of 1931 50-60 per cent for vegetable 
foodstuffs, some 25-30 per cent for animal foodstuffs, 50-70 per 
cent for textiles and 25-50 per cent for minerals and metals. 
On many domestic markets the decline was much less severe, 
particularly in the case of vegetable foodstuffs and minerals. 
In the following table are set out the percentage declines in the 
price of commodities in these groups on some internal markets 
between the middle of 1929 and the middle of 1931. 


Table XIV. — Percentage Decline ( — ) or [JRise (-f-) in Prices 
o/ Various Groups of Commodities on Domestic Markets, 
June 1929-June 1931. 


Vegetable foodstuffs. 
Czechoslovalda . ... — 9 


France -H 4 

S^tdtzerland — 7 


Metals and Minerals. 

Belgium (fuels) .... — 9 
Great Britain (iron and 

steel — 10 

Germany (iron and steel) — 9 


It is obvious that the severitjr of the present decline in prices 
has been much greater on world markets than on domestic 
markets. Commodities entering into international trade are 
generally the most sensitive in price — to mention only one 
reason for this, they are traded in large quantities on organised 
exchanges by buyers and sellers who are specialists and fully 
cognisant of conditions of supply and demand. Regional prices 
are more directly influenced by Customs duties, price-fixing 
agreements, etc. They include certain elements of cost, such 
as taxes, wages, distribution, etc., which are not subject to 
international competition and do not vary in the same way as 
raw material prices. It has already been observed that the 
prices of certain commodities, such as coal and iron, which 
enter to a considerable extent into international trade, are, on 
account of relatively high transport costs, mainly determined 
locally. 

Iron, for instance, fell in price on Avorld markets at the end 
of 1928, in Germany a year later and in Great Britain six months 
after that. 

In order to illustrate further the marked differences in the 
price movements of international and domestic goods during 
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the depressioii. relevant mdiccs for France and Germany arc set 
Out in the following table : 


TflWf XV. — Price Indices o/ InfcmtdioJifll ond Uomtsfi’c Goe*. 

(1913 »= too.) 



Irann 1 


Certrany 

InMT^ 1 
nmoiUil| 

hom 1 
Mile 1 

IQ&Blj 

t>om- 

Mile 


! r.2i i 

606 1 

April 1929 . ' 

130 1 

; 135 

December 1930 . 

377 

i 505 

January 1931 . 




' 366 ' 

; M9 

.\pril 1931 . 



Percentage do- 



PmcJitago de- 






dine from 




1 

1 11 

April 1929 to 



1931 

30 


April 1931 . 

39 



In these countries the decline in the prices of oorW market 
cootJs hns been two to three times as grx'nt as the fall )ij the 
prices of clom»*stic commodities. It vviU be obser\'cil, however, 
llmt, durini; the first six moRU«s of Ibis year, the prices of 
domestic products itavc kept pace morccvenly with those of inter- 
national ftootls in both countries ; in France, indeed, tlie fonner 
have drtluicd more rnpliily. The mdlrcs do not ol course give 
an exact measure of the difference between domestic and inter- 
national prices for the same commodities ; the discrepancy 
between the mos etnents of the two indices is none the less striking 
and is common to other rounlTicssuehas Czechoslovakta, Denmark 
.and Italy, fey which such data are avviiJijbJe. In Denmark, for 
example, exports fell mncli more rapidly in price than goods 
prodaccii for the home iiarkct. Between the beginning of 
1930 and April lD3l, the in the former was over 20 per 

cent as compared with 10 per cent for the latter. The same is 
true of Italy. Between May 1929 and .Uiy 1931, according 
to the BacW index, goods product and 'consumed m the 
countn,* fell by 27 percent in price while goods exported fell by 
31 per cenk 

Tlrese diflerences cannot bo explained by a failure of transport 
costs to keep pace with the declining level of infemalional commo- 
dity pnee^ The most important inllucnces contributing to the 
divergencies have been three in number — • first, the influence 
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of tariffs ; second, the success of cartels and producers’ associa- 
tions in maintaining the domestic prices of certain classes of 
products ; and tliird, the fact that regional products consist 
partly of manufactured goods the prices of which Iiave been 
relatively well maintained during the depression. 

When the prices of crude foodstuffs, in particular, cereals, 
began to decline rapidly in 1929, certain States, wishing to 
protect domestic agriculture, raised their tariffs on foreign grains 
and passed special legislation requiring millers to mix a fixed 
proportion of native cereals with those of foreign grovdh. Tire 
measures taken by various States have been touched upon in 
the previous section — here it is sufficient to note that, by ex- 
cluding foreign and compulsorily increasing the demand for 
domestic wheat, thej’^ succeeded in their object of raising the 
price of domestic wheat. The following graph (Chart 27) shows 
the relationship bertveen the world-market price of wheat (Hard- 
wintere in Rotterdam) and the domestic price in four of the 
countries where this policy has been most conspicuously 
successful. 

Protective tariffs were also imposed (or raised) in some coun- 
tries on other cereals, such as rye and maize, and on certain 
industrial materials. Some States have sought to raise revenue 
by putting higher tariffs on colonial products, such as coffee and 
tea, 'W'ith the result again that dome.stic prices have diverged 
widely from world prices. 

A second important influence in causing home-market prices 
to move differently from world prices is the fact that in manj'^ 
countries a large proportion of the former are controlled, in par 
at any rate, by cartels or producers’ associations. According to 
a recent estimate, the prices of half the industrial raw materials 
or semi-manufactured goods (measured by the numbers employed 
in producing them) used in Gennanj’^ are thus controlled. For 
other countries the proportion is not known, but there is no 
doubt that it is considerable. 

In the following table are set out the price movements of 
“ cartellised ” and “ non-carlellised ” industrial raw materials 
in Germany ^ and recently compiled indices of “ sensitive ” 
and “ stabilised ” prices in Belgium. ^ The two groups are not 
comparable because the Belgian index for “ stabilised ” prices 
includes those of certain goods which are not subject to marked 
price fluctuation, but arc none the less not controlled by 
cartels. 


1 Indices of InslHut fQr Konjunkturforschung, Berlin. 

2 Indices published by Institut des Sciences economiques, Louvain. 



1029'1031. 



- 1G7 --- 


Tiibk KVL — Price Indices of CnrlrUhed and Kon~earlcUiscd 
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Tho “ free " prices in boUi counlri»'s were declining in 1928, 
wliile Ihc “ controlled prices ” rose in thnt year and showed 
liUle change until the firsl half of 1930. During the second year 
of the depression, the monopolistic control of prices as reflected 
in the above indices lost some of its effect : in the second half 
of 1930, cartelliscd prices in Genn.'Uiy fell by 8 per cent, while 
stabilised prices in Helgium fell by f> per cent. Certain cartels 
succumbed to foreign competition, while others broke down 
on account of their inability to finance slocks. 

A particularly striking aspect of price movements during the 
depression has ])('en the much greater fall in the priec.s of raw 
materials in general than in tho.se of manufactured goods. This 
is not the place to examine in detail the reasons for this pheno- 
menon, which appeal's to be characteri.slic of all periods of econo- 
mic depression. The reactions of manufaclurei-s and primary 
producers, in particular agriculturists, to falling prices arc of an 
essentially diftercnl character ; the former restrict output, while 
llie latter often attempt to e.vpand production. The existence 
of stocks of raw materials in the hands of manufaclurens and 
merchants cause a more rapid falling off in the demand for these 
goods than in the demand for finished products at the beginning 
of a depression. For these and other reasons, raw material 
prices drop more than prices of manufactured goods. 

In the following table is set out the percentage fall in the 
wholesale price indices of raw material and manufactured goods 
in six countries for whicli such indices are available ; in each 
case, the fall is measured from .June 1929 to June 1931, 
or the last two-year period for which indices have been 
published : 












r«Wf XVi/. Indices of Raio 

yialttiah and Manufactarcd Goods in Cerfain Countries, 
June 1929-June 1931. 


1 

Raw 1 

MattHin 1 

Sfaaa/sclurfd 

Goods 

Canada 1 


19 

Denmark 


1 




Italy * 

31 

1 12 


20 


U. S. A. * 

30 

20 


Th? pcfiiliar position in Sl^cden is accounted for by the 
fact that the index for rate materials is heavily weighted by 
ifon-onj. /or which long-term orders at fixed prices were given 
betorv the turn of the business cyele ; 'cvlicat, tne domestic pnee 
of which has been maintained by spwiaf regulations gMng the 
niiJlers' organisation the sole rignt to Import foreign wheat and 
recjuirlng them to purchase tliat of domestic growth at fixed 
minimura prices, and such regional producers’ goods as bricks 
and cement, whiclx are also In large measure subject to monojio- 
lUtlc control. In most other countries the raw-material price 
indices have fallen about half as much again as those lor manufac- 
tured goods. But, in the first six monlbs of 1931, the rate of 
decline of manufactured goods increased in some countries and 
in certain cases indeed exceeded that of raw materials. In 
Canada, lor instance, fully and chiefly manufactured goods 
fell by some 10 per cent in the first half of tliis year, as compared 
with an 8 per cent dedine in Jhe prices o/ raw mstenais and a 
5 per cent decline in those of manufactured goods in the corres- 
mndjug period of 1930. In Germanv, the tall in the price of 
finished goods in the first half of 1931 was about 5 per cent, 
as comjiared witli 3 per cent in the first h.alf of 1930. 

Esidencc of a similar character is found in special indices of 
raw and manufactured goods divided accordiim to origin and 
I ’ asnilahle by certain national 

f Indices have been published in tiie 

‘ il/emorandum on Prwfudion ond Trade, 1925- 

/ • An examination of the recent price movements of 


‘Bjchl indti. 
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particular raw materials and articles manufactured from them 
shows that in all cases raw materials have been the more 
seriously affected and that, with very few exceptions, the liigher 
a commodity stands in the stage of manufacture the less has 
it fallen in price. 

A comparison betv^een the price movements of agricultural 
and industrial products shows still more striking results. 

In the following table is set out the percentage fall in the 
agricultural price indices of certain countries betv^een 1929 and 
June 1931. The construction of the indices differs greatJj% of 
course, from country to country ; in most cases, however, the 
importance of anj’’ commodity in the index is proportionate to 
its importance in the total value of agricultural production of 
the country concerned. It vnll be seen that the fall has been 
greatest in the overseas cereal and textile-producing countries, 
which are dependent on their export trade, and least in meat 
and dairy-producing countries, such as England, and countries 
which have taken special measures to protect domestic farmers, 
such as Germany. 


Table XVII I. — Percentage Fall in Agricultural Price Indices 
of Certain Countries, 

June 1929-June 1931. 


Canada 

. . 44 

Italy 

... 32 

Argentine 

. . 39 

Finland .... 

... 29 

New Zealand . . . 

. . 38 

Germany . . . 

... 21 

U.S.A 

. . 33 

England . . . 

... 15 


In all countries, industrial products have fallen much less 
in price in the period covered by the table. In Canada, for 
instance, manufactured goods dropped by 20 per cent ; in New 
Zealand the general price-index dropped by some 10 per cent. 
In the United Stales, the 33 per cent fall in agricultural prices 
may be compared with a 25 per cent fall in the price of non- 
agricultural commodities and a drop of less than 20 per cent in 
the prices of articles purchased by farmers. 

The relationsliip between the prices of raw materials and 
industrial goods is ob\’iousIy of tlie greatest importance, both 
for international trade, which is largely based on the exchange 
of these two commodity groups, and for the domestic trade of 
countries with a mixed agricultural and industrial economy, 
such as the United States of America. In the table which follows, 
the import and export price indices of certain industrialised and 
raw-material-producing countries in the j'cars 1929 and 1930 
are shown. 



Tnble X/X. — Import nnd Export Gold Price Indices of Certain 
Countries, 1920 nnJ 1930. 

(1913 = 100). 



1929 

two 

hallo of 
Importsio 

^Im- 

Cy^ 

Im- 

V.X- 

France 

103 

98 

88 

97 

no , 

Gcmianv 

126 

132 

ItV.) 

121 

114 

United tvingdom 

131 

159 

117 

152 

130 

Netherlands Indies .... 

155 

J23 

Ml) 

88 

60 

liaJv 


Ilf 

105 

93 

Sf) 

New Zealand 

136 

118 

133 

116 

86 


Iiv 1930. the pric« of the imports of the industmliscd coun* 
trios fell nJhch more than those of their exports ; anti conversely 
wllii the n\e-malcria\*producing countries. Tho changes in tlte 
barter terms of trade arc striUngly illusimlcd in tjjc last column 
of the table : countries producing ran- materials were nWo to 
buy a much smaller number of units of matnifaclurcd goods 
for each 100 units of their exports, wlulc those exportino manu- 
factured goods rMeived a considcnibly larger number of units 
of raw miUcrials in return. The effecti of these ciiangcs in price 
rel-ilionships on the ch.iracter and extent of foreign trade during 
the depression are analysed in some detail in the following section. 


Whoiesale and flrtaif PricfS. 

Perhaps no price relationships have given rise to so much 

tliaVrrt-,n n ‘ 1 /'i.® '"■'1“™"!' miimtammi Hat llic fact 

"factoi at *" I™ prices is 

from importance in i.bslmclins «•» Hotv of Soods 

rSuced H “‘“'i ""’i' prices were 

wtoSle their former position in relation to 

derablv rci^^iei'il jrii^ wiconles have been consi- 

losses oa iiiv ''tholesnle prices (tlirough 

Sa»2re S‘’’ cte.) svonld be able w 

depressing teadSiiri *” counteract the 

the'” hShsate^md “ P“ri>lly made hetiveen 

nmesaiivpnce and cost-of-Uvmg indices ol the counltj- 
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I„ 1930 the prices of the nnd convcistlv 

tries ltd much mote than ij^i-s'^ The changes in the 

nilh the ran malcnal Pro^“S,“55,riStcd m the last column 

?„?ea“chT£\m^o?t|rXm.s^;l^^ 

t“Spti‘’iea”ar?an“«t m «-» 


M I ofcsale and Hfiail Prices much 

Perhaps no price *^“*'®"5“nr<«!sron 
discussion during the present depress pitied that Uie fact 

sale and rcUul paces It is prices is 

that retail prices base fallen ’"“J* ^^utUns tlu, flo%v of goods 
a factor of pnraarj importance m i^retail prices v,ere 

from produccre to co^umere “"’Ll.. * os.Hon^m relation to 
reduced to something like i^.e been consi 

wholesale prices coiisuracis prices (through 

derahly reduced omccount of the fall in wholcsa pn m 

losses on mseslmcnts unemployment, ^Ic ) 'vouw ^ 

purchase more goods and thus lo some es.teiit 

^^^l^^sud>^d?MUMlMS a comparison is genenllj n^de 
the wholesale-price and cost-oflisii^ indices of the 



concerned. The discrepancy between the movements of these 
t^vo indices in most countries is indeed strildng. In Switzerland 
and Sweden, for example, the' cost-of-living index fell by only 
7 per cent in the two years ending June 1931, while the wholesale- 
price index fell by about 20 per cent. In the United Kingdom, 
Denmark and Italy, the cost-of-living index fell by about 10 per 
cent, while wholesale prices dropped some 25 per cent. The 
discrepancy between the movements of the two indices is smaller 
in the European States exporting agricultural products, though 
even there it exists — in Hungary, for instance, the cost-of-living 
index dropped by 17 per cent as compared with 25 per cent for 
wholesale prices, and in Latvia 21 per cent as compared with 
27 per cent. 

These comparisons, however, are made between indices the 
composition of which differs so greatly that they are in fact 
incomparable. The ordinary wholesale price indices are in most 
cases composed of crude foodstuffs and raw materials, while the 
cost-of-living indices include only products ready for consump- 
tion. It has ah'eady been seen that the price movements of these 
two groups during the depression have been widely different. 
Moreover, the cost-of-living indices generally include rent. 

If the comparison is made between wholesale and retail prices 
of the same or a similar group of commodities, then the margin 
between the Uvo indices becomes much narrower. In the United 
States, for instance, wholesale prices of foodstuffs fell by 26 per 
cent between the middle of 1929 and the middle of 1931, while 
retail prices fell by 24 per cent ; in Sweden, wholesale prices of 
vegetable and animal foodstuffs fell by 17 and 23 per cent respec- 
tively, while retail prices of foodstuffs fell by 16 per cent. In tire 
agricultural States of South-Eastern Europe, which have a net 
export surplus of raw foodstuffs, retail foodstuff prices followed 
wholesale prices even more closely. The difference in the rate of 
decline of wholesale and retail pi'ices is much greater in the case 
of clothing. Retail clothing prices fell but little during the first 
year of the depression, and except in a few countries — for 
instance, Italy and Germany, which took special measures to 
: reduce retail prices — they rarely fell by more than 10 per cent 
in the second year (June 1930-31). 

The relatively small increase in retailers’ margins on foodstuffs 
is explained by the fact that the inventoiy turnover of tliis class 
of products is rapid ; only small stocks are carried and a fall in 
wholesale prices is usually closely followed by a corresponding 
drop' in retail prices. Stocks of clothing carried by retailers are 
larger and margins are. accordingly wider during a period of 
. falling prices. The.regional character of retail trade often enables 
the retailer to fix his prices with reference to those paid by him 



sonii. Itnie prtvioush aad thu$ escipc part nt leist of the mven- 
torv loss Tiic costs of retailing (rent, services etc.) do not 
fluctuate neirlv so widdv is the costs of the goods handled and 
It IS obvious that when sales fait off prices — if thc> are to cover 
costs nuist include a wider marRin per uint sold far^c niargifis 
in suil a case do not neccssanlv imply large profits 

T1 1 rediicljons in the rales of wages paid to mduslnal workers 
have m general not liecn great in most countries and in the 
nnj ntv of occupation'll groups they have not kept pace with 
the decline m the cost of living In the following table are set 
out (he movements of real industrial wage rates m Uic jears 192b, 
1929 and 1930 m certain countries for which information is 
availibk 


rofcfe W — /ndifcs o/ /?caf It 03 c /?af« m /ndiis/ry 1&2S-J930 



Pre War ~ 

100 



1«2S 

1629 

1930 

Cr'choslovakii 

116 

m 

J2o 

G rminv 

107 

no 

no 

Great Crilam 

103-106 

106-109 

110-113 

Sweden * 

I3i 

138 

146 

U S \ * 

13a 

112 

13a 


Tlicse indices are not comparable from counlr> to country 
but tJ eif gemnl trend except la the Lnuled States was similar 
HI all cases wages wuli this one exception cither rose m 1930 or 
remained stationarj while the cost of living was falling Wage 
rates per hour or per week arc of course not a conipfetcij satis- 
factory measure of labour cosL In the first place the wage-rates 
used tor most countnes arc mmimum rates in many casts actual 
wage rales paid m 1928-29 were considerably higher than these 
muiima and hence the real reductions since those 5 cars hav e been 
m some countries and for some ludustncs different from those 
uidicalcd rurthcr under the fear of uaeniplovTiicnt the 
cUicicncy of workers may have increased so that real cost ptr 
umt oj output may not have increased so rapidly is money rales 
paid It will be noticed that la Sweden even tlic real daily 
cariur^s of industrial workers rose in 1930 is these include some 
sfiort time daily rates must have risen even moie The real 
t 5 ^ those engaged in niannfictunnc industry m 

United States fell Uirougboat 1930 hourly earnings rose 
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somewhat. , None of the indices shown above make any allowance 
for unemployment and therefore yield no evidence regarding the 
purchasing power of the industrial wage-earners as a whole. 
.The index of factory pay-rolls published by the United States 
dropped by 19 per cent in 1930 in comparison with 1929. 

, The movement of wages has of course varied from industry to 
industry. In the United States, the greatest reductions since 
1929 have taken place in the lumber and millwork, boot-and-shoe 
;and bituminous coal industries. Of the manufacturers reporting 
to the Bureau of Labor Statistics, 5 per cent made wage cuts in 
the first ten months of 1930, as compared with 82 per cent in the 
first ten months of 1921. In Germany, average hourly rates of 
both skilled and unsldlled workers rose steadily in 1929 and 1930. 

' Wage rates in the building industry reached their highest point 
.in, April 1930. In several industries a 6 per cent reduction in 
tariff rates took place in the early months of this year ; reductions 
were greater in the textile industries and less in municipal services, 
such as gas, water and electricity. The salaries of State officials 
were also reduced. Similar action was taken in Italy, where the 
average hourly eai-nings of ail groups reached its highest point in 
September, Between November 1929 and the beginning of this 
year, the average hourly money earnings of those engaged in 
public industries declined by 17 per cent ; in the same period the 
cost of living fell by slightly more than 10 per cent. In Great 
Britain, reductions in money rates of pay in 1930 affected 
mainly builders, bakers, furniture-makers and road transport 
workers. In Sweden and the Netherlands, the wages of workers 
engaged in the home-market industries have remained steady or 
increased somewhat throughout the depression, while those of 
workers engage'd in export trades have tended downwards. For 
other countries there is not sufficient evidence to allow a general 
statement with regard to differences in the wage movements of 
these two groups to be made, but such indications as are available 
suggest that wage cuts have been somewhat greater in export 
than in home-market industries, in the building industry, in 
particular’, and in indrrstries producing foodstuffs aird beverages, 
wages . would appear to have been maintained at a relativel}’' high 
level in most countries. 

. In. Canada and the United , States, agricultural wages fell by 
some iO per cent in 1930 and continued to fall in 1931 ; in the 
second, quarter of the latter year, daily wages for this group in 
the United States were 23 per cent lower than in the correspondiiig 
quarter of 1929. In certain other countries, the inoirey rates paid 
to agricultural workers did not fall, but the standard of living of 
these workers was affected by a deterioration in the quality of 
board provided,’ etc; , 



G. Financial Conditions. 


Although the Europeun markets did not share in the American 
Stock Exchange boom in 1929 and, indeed, except for a few 
months in the early summer suffered from a decline in the 
prices of shares, all participated in the autumn slump and 
their further development corresponded to that of New York. 
Everywhere stock prices declined throughout 1930 and in 1931. 
In a majority of markets a temporary improvement — in some 
cases, indeed, a substantial improvement — was experienced in 
the beginning of the present year, as in 1930. In the decline 
which followed, however, new low- records were reached. 

The violence of the drop from the highest quotations in 
recent years to the average quotations in June 1931 is shown 
in the following table : 


Table XXL — Percentage Reduction in Prices 
of Industrial Shares. 

Per cent 

Germany .... From April 1927 to June 1931 61.7 


Netherlands ... » March 1929 » » « 60.0 

U. S. A » September 1929 » » » 59.7 

France » February 1929 » » » 55.7 

United Kingdom . » January 1929 » » » 45.0 

Sweden » July 1929 » » » 30.6 

Switzerland . . . _ » September 1928 » » » 29.3 


, The market value of alb stocks quoted on the New York 
Stock Exchange, which had risen from $38,376 million in Januai-y 
1927 to $67,478' million in January 1929 and $89,668 million 
in September 1929, fell to $63,589 million in December 1929 
and to $48,470 million in May 1931. 

According to statistics of the New York Stock Exchange, 
the velocity of turnover of shares, (ratio of montlily sales of 
stoclcs . to monthly average number of listed shares) fell from 
about 10 in summer 1929 (it rose as -high as 13 during the 
panicJn October 1929) to 4: in April 1931. Similarly, the volume 
of credit engaged in. market operatio.ns diminished and brokers’ 
loans reported by the New York Stock Exchange were reduced 
from $8,549 million at the beginning- of October 1929 to $1,651 
million at the beginnmg.of May 1931.- At the first date brokers! 
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loans hail amomitiil (o nearly 10 i>cr of the market \aJHC 
of all listid shari-5 by the wUtr Jatt they 2wd fallen to less 
Ihm 3 per cut \ew issues also declined heavily as the 
foiiowing ( ble shows 


Table Wll — Issues 0 / Shores of Joint Stock Companies * 
1(000 000 s omit(cd) 


1 rr*art 1 

r>erRisas 1 

t 

Lo led ! 

tUtiS'lo "’) 

u s A.‘ 

192S 

' 2oJ 1 

1 32t 

7a9 ! 

I9l)l 

1920 

1 333 1 

1 235 

7U 

8 03a 

1930 

Its I 

132 

191 i 

18S0 


tor the decline in new shai\$ the depression of stock marktls 
and the generally unlavoumble conditions of business arc 
responsible Issues of cuiuf antes not directly cngaj^eil m pro 
ducUon or trade such as biniji uisumnce companies etc 
Viluch had profited greatly whiU the boom had lasted nin. 
affected part/eularly hcanly Thu< fore'cam;le iii iho hniUii 
States the non produclive issues ol shiixs * which include 
banks invislmciit trusts and ci rtain holding companies, dropped 
8Q I cr cent in the course of 1030 wUik the total of new shares 
offered (li.cluied onK /7 per cent 

Vs might be evptctcu with th rapid contraction of Imde 
in shares in the months following the break, IransacLtons in 
bonds increased and thi prices of fixed interest bcanncsecunUes 
rose espeeiallv on th leading markets But tradin ’ in bonds 
soon gaw less ictive and m New \orktIie volume of saks of 
bo Ids has JctualJv rtmainid considenbh below that of 1929 
since tht spring of 1930 Sinularfv the rise in bond prices 
was most pronounci-d it the end of 1929 and ni the first ftw 
inonlhv of 1930 m the spring of the latter year thv. upwird 
teiiuincy in prices was to a la^c extent arrested Switzerland 
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was an exception to the rule; in this country the biggest increase 
in bond prices took place after June 1930. 


Table XXIII. — Prices of Bonds. ^ 


Average 

France 

35 bonds 
com- 
bined 

Germany 

8% Gold 
mortgage 
bonds 

lt.aly 

Govt. 

bonds 

Bachi 

Nether- 

lands. 

Fixed 

security 

values. 

Switzer- 

land 

12 Swiss 
bonds 
(Confede- 
ration & 
C. F. F.) 

U. K. 

Fixed 

security 

values 

index 

number 

U. S. A. 

-10 bonds 
com- 
bined 


1913 = 
100 

per cent 
of par 

1913 = 
100 


jUggHII 

1921 = 
100 

per cent 
of par 

1928 . . 

81 

97.24 

69.2 


93.48 

112.33 

8^1.06 

1929 . . 

85 

94.44 

66.9 

— 

94.80 

110.15 

79.21 

1930 . . 

95.8 

97.30 

69.3 

98.07 

107.76 

111.75 

81.25 

1931 I 

95.7 

99.03 

71.07 

98.98 

117.2^1 

112.8 

81.98 

II 

97.1 

99.41 

72.38 

98.52 

116.93 

109.7 

82.06 

: III 

97.9 

99.82 

72.1 

98.41 

115.40 

111.6 

82.29 

IV 

99.0 

100.17 

72.6 

97.76 

116.93 

111.3 

80.86 

V 

98.4 

99.84 

71.2 

98.13 

116.62 

110.8 

80.48 

VI 

98.8 

— 

71.9 

98.60 

115.40 

111.1 

— 


The bond markets were very sensitive and the various classes 
of securities fared very differently. On the American markets 
railroad debentures were little in demand because of the low 
earnings of railroad companies. The discrepancy between the 
price of gilt-edged and other bonds was more pronounced than 
in previous years. While securities of the highest grade increased 
considerably in price, second-grade bonds, to which a gi'eater 
degree of risk was attached found few purchasers in spite of the 
high yield which they offered. Also, political uncertainties and 
bank failures in some countries had a disquieting effect. 

The value of new bond issues on the three principal markets 
is shown in the followings table : - 


Sources : 

Stalistique geiierale de la France. 
Institut Xiir Konjunkturlorschung. 
Prof. Bachi. 

Roltcrdamsche Bankvereiniging. 
Banque Rationale. Suisse. 

Bankers’ Magazine. 

•Dow Jones and Co;' 
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Table \\/V — Bond Issues ‘ 

$ (ooo(nos) 



t S A j 

1 

France • 

192'^ 

t G3SS , 

1037 1 

157 

1929 

J375 

672 

260 

1930 

tGSO 

1 110 

CS6 


In the UJiitfiJ Sl-jles anil the United lungdom the new issues 
of bonds in 1930 di I not reach ilic Icsel of 19^ and prcctdmR 
icai-s although some increase or the figures for 1929 in s\luch 
i?on/f issuci jnd been cvwptionallv low was recorded S.S Ihe 
depression ad' meed the market became more and inoru loath 
to accept new issues and m the first quarter of 1931 tin. issues 
ftxordecl in Cnoland niid the Omted blatcs ncjv substantially 
lower than m tlie cofrespondrng jicnod of 1930 

^ lar^e proportion ol the new bond issue* in 1930 were on 
Go'cmnicnt account and the issue ot the Young l^an foe more 
Ulan S300 luillion was one of the most imporlant esents of Oic 
yojp on the world cioiioy markets Tlie Go'cmment borroviing 
Was largely due to the fact Uiat public expenditure lias proxed to be 
highly tiielasfic and not easy to reduce in the face of a contracting 
revenue — resulting for cxaamK from dmimishcd returns oi 
Uxes Customs duties diminished earnings of State railroads 
dofnains and public utihtv scimccs fn some countries indeed 
VubUcexpc.t\ditureliasmcfeasedortaccouatotnneniploynicivtrehtr, 
etc To increase taxation presented obvious and serious diiliculUcs 
and IB many countries deficits wen. covered by loans 

A striking feature of the tong tcmi capital market m the ptnod 
under consideraUon vns that loii» lenu rates faded to decline 

Z ^ < C Ini'n 'l«n .ntotcl (ftc 

SShiS, „ •*“' soch as the futrs of 

c<»noni,c anti pel, Ileal wndilions. tho 
ralTS ’'> nKept sntotanlial laducuons >n 

Sst »,r ^ a n'-onstomei to receive m 

m fthh!. nn'ietv to have liquid naoarccs 

trend in th e J„„g re™ rales aas uidced apparent but it rsas 

‘ Source Slandard Sio| j , 

TlteSeomirntf 

* Cvellnd.^- 1*“'*' ^ * *“ • 

U<1 “^ **'*"”*’**> tl46 mlUiott 1S39 
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neither strong nor general. The trend in the main creditor 
countries was very different from that in certain important debtor 
countries. Although the following figures are not at all strictly 
comparable, they afford some idea of the extent of this discrepancy. 
At the end of 1930, the average yield of Government and high- 
grade bonds in eight creditor countries was 5 per cent pr less and 
showed a tendency to fall, while in seven debtor countries tlie 
yield of similar bonds was between 8 and 13 per cent and showed 
a tendency to rise. ^ 

The decline in short-term rates, on the other hand, was almost 
universal and in many cases substantial. A considerable discre- 
pancy between the price of long- and short-term capital accord- 
ingly resulted. This may be illustrated by the following data 
showing averages of bond yields and of market discount rates 
in three markets during the first half of 1928 and the second half 
of 1930. The discount rates represent a somewhat lower interest 
rate than that actually paid by the boiTower (the discount being 
deducted by the lender from the face value of the bill) ; they 
have therefore been increased to correspond with the latter rate. 


Table XXV. — Comparison of Long- and Short-Term 
Interest Rates. 



1928 

Jan.- June 
per cent 

1930 

July-Dee. 
per cent 

United Kingdom 



Yield of 2%% consols 

4.47 

4.42 

Minimum market discount rate (adjus- 



ted) 

4.06 

2.12 

Discrepancy 

0.41 

2.30 

United States : 


mmi 

^ Yield of railway bonds 

4.18 


Minimum rate of bankers’ acceptances 



(adjusted) 

3.63 

HkeH 

Discrepancy 

0.55 

wMj/k 

Switzerland : 



Yield of 3^% railway bonds ..... 

4.46 

3.93 

Minimum market discount rate (adjusted) 

3.23 

1.40 

Discrepancy 

1.23 

2.52 


‘Sec table published in the Memorandum on Inlernalional Trade and 
alances of Paijmcnls, 1927-1920 ”, Vol. II. 










The fart that iotigtirm rates ftll rtlal«\ely liltk explains 
why no cnn'inler ihU con\irsion of short linn into long tenn 
debts has taken plnti IndiMdu-vU twl goscriiments vaslimg 
lo borrow ou cither foreiyi or domtslic tnarkils were obliged 
to cover t Ur^j proporlioJi of Uicir capital rcquirenimls by 
short tcmi loins , 

Lvints ui the short lenn espiktl iiiorlvct m ly be stuuna 
in till iiftht of moMincnts of cnarlvct rales of liiscount shown 
in Table \XM inti in the craph given m Chapter IV C 
r pr siniing rates of pnvali discount and average rates for 
Now York call loins 


Table X W/ — Matktl Rates of Discount and Call Money * 
(Monthly ivtrages) 



N«w Vtwk 1 


1 lull 1 

1 llrMla 1 

j Zurl-h 

1 

mSSeV i 

1929 October 

, fi 

2> 

Q 

13 I 

0 

13 

3 

53 

7 

28 

3 

38 

December ] 

1 5 

Oi 

t 

83 ' 

1 

75 

3 

IK 

(i 

98 

3 

15 

1930 Junt 

3 

Si 

2 

C2 ' 

2 

31 

2 

00 

3 

53 

0 

00 

Seplimber 


y 

2 

19 

2 

m 

2 

0 

3 

30 

1 

SO 

IXc mbir 

2 

88 

2 

23 

2 

31 

2 

yii 

1 

83 

I 

18 

1931 March 

1 2 

52 

1 

57 

2 

59 

1 

GO 

1 

7fi 

0 

09 

June 

2 

d 

1 

15* 

~ 

b'i 

\ 


b 

09 

1 

13 


Mthough the r Ics quoted are not intircly reprismtative, 
thiy show th «uicnc) of tlie markets Rates dichntd most 
rapidly imm dntcly -iftcr the bmk m the slock markets md 
during till llrst hill of W30 Call foatis wire especially clicap 
while in fuly 1929 the rate for such loans iii New York avenged 
more thmi g per cent (renewal rates) and occasionally rose as 
High as 15 or 20 per cent it had fallen lo less than 5 per cent 


"uMonlMvBnlWftB/SfnlJsInaflJ hcderal Rescrpc 

\Ktntva\t, 

VUy 1 gures 
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in December 1929, and since January 1931 has fluctuated around 
1 14 per cent. 

The difference in tlie conditions of the various markets must 
again be emphasised. The intensity of the decline in market 
rates varied greatly from country to country. In one group 
of countries cheap-money conditions prevailed ; in another, 
although rates were lower than during the boom years, they 
were still comparatively high. The agricultural countries of 
Eastern Europe belonged to this latter group, together with 
some non-European countries producing raw matei'ials, to the 
unfavourable financial position of which reference has already 
been made. Conditions in Germanj' after September 1930 
brought about a considerable increase in the rates in this 
country. 

The fall of the open market rates went hand in hand with 
a progressive reduction of discount rates and did not stop before 
June 1931. (See Chart 28.) 

In London, a more normal relation between the bank I'ate 
and the market rate was re-established and the margin, which 
was very narrow in 1927, 1928 and 1929, was again substantial 
in 1930 "and the first quarter of 1931. Nevertheless the money 
rates in London were higher than in Paris and New York, as 
the Bank of England from considerations of external banking 
policy maintained the discount rate at a level Appreciably higher 
than in those centres. 

A general contraction in the volume of bank credit might 
have been expected in view of the fall in the price level and the 
decline in business activity. The actual reduction in bank 
credit has, however, varied widely. Central bank credit declined, 
except in France and a few other countrie.s. In the field of 
commercial banking, certain kinds of credit have been restricted 
more than others and different countries have been variously 
affected. (See Chart 29.) 

In the United States, there was an increase in the figures 
for advances on securities and security holdings immediately 
after the market break, when the New York banks had to step 
in and themselves replace the loans to brokers called in by 
private banlcs, individuals, corporations and foreign bankers. 
They were subsequently able to withdraw this temporary help ; 
security loans, nevertheless, tended to rise until the summer 
of 1930, since when they have declined steadily. The figure 
for loans outstanding diminished considerably (the drop was 
over 12 per cent between October 1929 and March 1931 wth 
all member-banks in the United States), while holdings of securi- 
ties rose about 14 per cent, largely on account of the lack of 
other uses for funds. 





. w 


Chart 29. 

Loans and Discounts of Cojisiercial Banks, 1929-1931. 
(Januarj' 1929 — 100.) 



France : Loans and advances (four commercial banlcs). 

German : miscellaneous loans and commercial bills (six Berlin banks). 

Japan : total loans (Tokio banks). 

Sweden : loans and discounts (joint-stock banits). 

United Kingdom : loans, overdrafts and commercial bills discounted (London- 
clearing banks). 

United Stales : total loans of reporting member banks. • 

Source : Federal Reserve SuUelin. 

Bilanzilbersichten Deutsclier Krcditbanken. 

Committee on Finance and Industry, Report, June 1931. 
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In Uu I mt> I K i Inukcr* ht nn IIil -ivliulcjlso ItnJtii 
lo leclino tilt * iilr lioi» ui 1^29 t'tn cjflier than in 

the Cnitc I St hut w .5 on Uk «holi, act acirh >o 
LoaJis aai f\i-nlrjfls \ven- on in Hscrii^i conwilcnl I> 'niilK’T 
in 1930 thill 1 1 1020 but «lisu mils ol coiiimercnl bills mcrcas<d 
up to iiav 1J30 Miheii tlu'> Mirc fjwtcr lluii at tus prtMous 
date. MKCi. tin of lOUI SubscqiiUiUj, ljo%vi.Vir» 

loiiini rcnl discounts Iill oil more tapulls lb in loans ^au 
alssnrts On the other luml the banks holdings n( Truasury 
hills ttsv 100 per csat between Oerembex 1929 and IXceaibeX 
1930 lavistnuats Jiun-istsI 20 per cent in the mur>c of 1930 
and continued to rise, m Iho spring ol 1*01 The lad that 
iroductiun in the Lmted Utopp«d Kss than in most 

oth«r counlms dft<r ihe outbreak of the deprissjoa »ja> 
partk acrouat lor this inert iix in bill traiisaclioiis Bank 
ck arias ilvj 1 11 o(T Uss tlim iiiiglil ha\i lain ixiHClcd m MtVi 
of the nn^iitudi, * 1 the decline m price's 'ind m the slock awrkd 
art)Ml\ 

la Germans discounts of eommerci il paper decis. ised, but 
ads mces on ciirreat 'iccounl rose Williorswals of foriign 
credits from Germ'uij bn u|»lil ibeiul i distlupiniat serj diffeniit 
from tbit espcncaceJ dunoR prcsious dcpnssions \tserthtlcss, 
bank credit rapidl> dectmed and the total solume of new credil 
extended to prUate catenime (inclmbii^ shar«s bonds iijort 
t,si,e8 and short term bank credit) w is niurh smiller tlna in 
the preceding sears Vecordiiig to the Instilut fur Konjuaklur 
forschuHg this new cndit unounted m the jtars cndnia' 

March 3lsU l‘r29 to 7 TOO imlU.n UM 
Mardi 3Ist 1930 to 1 700 imUioii BM 
MareliOlst 1931 to 2.000 Hiiliiun ILM 


In the months muncdiatelv following the break m the stock 
market m the aitlumn of i9_i, considerable tun h were, tied up 
m frozen loans on ee’cunjcs, but ^duall) lo ms on collateral as 
well as aisanees to inuustiy were substaiilialls reduced by the 
non renewal of credvis jnd by wnling oil old debts 

'o^anic of deposits in most countne’s tUd not cliaagc sub- 
stanUallj, but there was csidcncc of i shift from sii,ht to time 
deposits probably due to the slatkuimg ui business acUs its Tho 
foliowmg shows how the. ntio of sight deiwsits to the total 
volume of comjuercja] bank deposits has eJeclaitd la certain 
countries 
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Table XXV JI . — Commercial Bank Deposits in Certain Countries. 





Current accounts 

Countries 

End of : 

Total depo'iil.s 

and sight deposits 
as percentage of 




total deposits 

U. S. A. 

June 1929 

31,761 1 

58.3 

Member Banlis 

Dec. 1929 

32.170 

59.4 

S(000,000’s) 

June 1930 

32,505 

57.9 

Dec. 1930 

32,314 

57.7 


May 1931 

32,168 

57.3 

Germany 

June 1929 

11,4142 

41.0 

All reporting 
Kreditbanken 

Nov. 1929 
June 1930 

12,113 

12,751 

37.1 

41.4 

RM (000,000’s) 

Nov. 1930 

11,207 

40.7 

June 1931 

9,521 

45.4 

Canada 

June 1929 

2,1371 

31.4 

Chartered banks 

Dec. 1929 

2,163 

33.7 

S(000,000’s) 


2,031 

30.7 


2,068 

31.0 

Sweden 

June 1929 

3,462 

19.1 

All banks 

Dec. 1929 

3,481 

18.9 

Kronor (000,000’s) 

June 1930 

3,648 

18.9 

Dec. 1930 

3,631 

18.8 


June 1931 

3,631 

18.0 

C 2 echoslovakia 

June 1929 

28,433 1 

66.4 

Joint Stock Banlts 

Dec. 1919 

29,486 

66.0 

and “ Landes- 

June 1930 

29,389 

64.6 

banken ” 

Crowns (000,000’s) 

Dec. 1930 

30,407 

64.0 


The velocity of circulation of deposits declined rapidly. 
Accordingly to the New York Federal Reserve Bank, the velocity 
of circulation of bank deposits in New York City in the first six 
months of 1931 was considerably less than one-half what it was 
in the corresponding period in 1929 and about one-third of the 
velocity attained in the autumn of that year. 

Notes in circulation tended to decline in most countries, 
while deposits with Central Banks tended to increase. In France, 


* Excluding Government deposits. 

* Including sums due to banks. 
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of banking in the different countries. Figures available for the 
United States show that bank suspensions, which amounted to 
less than 500 in 1928, rose to 650 in 1929 and 1,350 in 1930. In 
the early part of the latter j'^ear, an epidemic of failures, largely 
confined to small banks in rural districts, broke out in the Middle 
West and South ; some banks in the large commercial centres 
also went into liquidation. Although numerous, these suspensions 
involved in most cases relatively small sums. In the first half 
of 1931 the numb’er of bank failures was 778 as against 
542 in the same period of last year. Special difficulties had to be 
dealt with by banks in countries where large sums were tied up bj’' 
the financing of stocks of commodities which depreciated in value, 
or by large credits to industries which became illiquid during the 
depression. In countries where there exists a close connection 
between banking and industry — especially Central European 
countries — industrial credits became frozen to a serious extent. 

. Owing to this factor, combined in some cases with the withdrawals 
of foreign credits, certain banks of importance in Central and 
Eastern Europe were forced temporarily or permanently to cease 
operations. 

The strain on the reserves of some Central Banks which 
was felt in 1929, was greatly increased in 1930 and 1931. Foreign 
exchange rates became seriously disturbed and reacted readily 
to risk factors, both political and economic. The value of the 
Spanish peseta, certain Latin-American currencies and the 
Australian pound fell considerably and events in the summer of 
1931 seriously affected a number of European exchanges. The 
decline in the price of silver involved a substantial drop in the 
Chinese exchange. 


Table XXIX. — Percentage Depreciation o{ Certain Currencies.^ 



Average 
May 1929 
per cent 

Average 
May 1930 
per cent 

Average 
May 1931 
per cent 

Discount against Dollar. 




Spain 

— 26 

— 37 

— 48 

1 Argentine 

— 1 

— 10 

— 27 

Brazil 

— 1 

— 1 

_ 4.i 

Uruguay 

— 6 

— 11 

— 41 

Venezuela 

— 

— 1 

— 15 

Discount against Pound Sterling. 




Austi'alia 

— 1 

' — 6 

~ 23 

New Zealand 

— 1 

— 4 

1 

__ 8 


^ Source : League of Nations Montlilij Bulletin of Statistics. 
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declined by less than three-tenths for Europe and by almost 
one-half for other continents. 


Talk XXXIII. — The Change in the Direction of Exports 
of Certain Countries in 1930. 

(1929 = 100.) 



Europe 

North 

Amenc.i 

Rest of 
World 

Total 

U. S. A 

] 

79 

70 

69 

73 

Chnada 

76 

70 

66 

71 

Australia (years ending June 30th) 

95 

90 

66 

86 

Japan 

87 

56 

77 

68 

United Kingdom : 

(a) General Exports .... 

87 

72 

73 

78 

(b) Special Exports 

89 

72 

75 

78 

Germanv 

95 

70 

78 

89 


This table shows that Europe has been a better customer in 
1930 compared \vith the preceding year than the rest of the world. 
The sales to Africa have also been fairly well maintained. One 
reason why European trade seems to have suffered less than 
that of other continents is that a comparatively large part of 
its population is employed in manufacturing industries, which 
were less severely hit by the decline in prices than industries 
producing foodstuffs and raw materials. The follo\\ang table 
shows that the export value of ten countries exporting mainly 
manufactured goods had declined 37 per cent in the first quarter 
of 1931, compared with the same period two yeai's earlier, while 
it had dropped, in six non-European countries expoi’ting vegetable 
foodstuffs and raw materials, as much as 52 per cent. The 
European exports of these cruder products maintained their 
export values much better, but the high figure in the table is 
partly due to the increase in the exports of Russia. If that 
- country were excluded, it would be true that manufacturing 
countries would be found to have reduced their export values 
by a little more than one-third, and countries exporting prhnary 
products by almost one-half. Fundamentally different has been 
the position of countries exporting animal foodstuffs, as is seen 
from the fact that the exports of Denmark and the Irish Free 
State only declined by 6% per "cent in value. 
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Table \\\M i frrenloijf CJumges ui Oe \alue 0 / Tortisn 
Tr ie III ( erlatn Grvups 0 / T un/rits 


h 

1 

1 S hatrjttflli t'f 3 j 

llfil <jiiirter 
on«3l , 

f 

ianttuU 1 
1150 1 

s««ndhaj' 
19i> ' 

IDrh qjartrt 
of mr 

\ 

fmti. ^ Lxp. 1 

In n- 1 Lxp- 

i hop-! 


\ Ten countries cxporlin,, mam 1 | 

Iv nianulaclurvii goods ■ 8S } 

1 

st! 

1 

7f> 

! 

\ liG 

63 

1 Countries cvportm„ maiil> ! 
vtgclablt food and raw ma 
terials 

1 ne Euiopuin countries 

1 * 
jo; 

Ill 

87 

SO 

! 

1 82 : 

91 

fb) bixcouutrics inothvrcon 

1 hi ' 

i 72 

Gb 

G3 


IS 

(c) Total of ( 9 ) and (b) 

\SA 

79 

a 

G8 

Co 

55 

3 Two European countries cx 
porting mauil> aruoial food 

1 99 

100 

87 

89 

J,. 

94 


Tlic m \ moot of imports tti thos*. \anous groups of countries 
IS <>ho\Mi on li t 'iiid mid oot be commented upon here 
111 striking ho\ ever that c\tn Luropean countnis 1 roducing 
pnmar> { roducls reduced their imports much Jess tlnn tluir 
CNports ’fthile the opposite vns true of Furo|W:an countries of 
the same t>pc Imjiortation of foreign conunoditKS plaj-s a 
more important roK m the economic life of the former loniitrus 
in 'Ahich a restriction of imports is therefore much inon. dilTicuU 
to bring about Further these countries had a lart^ supplv of 
foreigi exchuigc and gold uhah lhc\ wire abk to utilise to 
pa\ for a icraporarv euccss of mi} orts, while the fc-uropcan 
pnraai-v producers had to adjust their uunort values to the 
changed export cond t or s 

Further analvsisof the changes in trade as between different 
CQuntnes durmg 1930 compared with 1929 reveals the important 
fact that trade betwrea European manufacturing countries was 
verj htlle affected bv the depresston Tlie reduction m Ihu 
mrcign trade of Lump on countries was thus almost owclusivelv 
fallmg-off m trade with other parts of the world in 
1J31 the situation, however dumged iii tins respect 
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For a few couatries, indices of the prices of goods entering 
into international trade are available, which makes it possible 
to compute roughly the quantum of their international trade. 
A study of this material shows that the quantum of imports in 
five manufacturing countries, taken as a whole — the United 
States, the United Kingdom, France, Germany and Czechoslo- 
vakia — ■ declined by only about 6 per cent from 1929 to 1930 ; 
whereas the volume of their exports fell off by 13 per cent. 
This indicates that the terms on which international trade was 
carried on by these countries were changed considerably to their 
advantage. It must be kept in mind, however, that the magnitude 
of the variation in the terms of trade cannot be judged from 
such figures, owing to the fact that the net export of capital 
from this group of manufacturing countries was much reduced 
in 1930. Similar figures for cereal- and raw-material-producing 
countries are not available, but price data support the conclusion 
that the terras of trade of these countries moved in the opposite 
direction (see Chapter V B). Furthermore, the fact that manu- 
facturing countries seem to have suffered much less than others 
during 1930 has been partly due to the large and practically 
fixed interest payments which they received ; the decline of 
the price level naturally increased the real value of these payments. 

Table VII in the Appendix shows that in all countries for 
which quantum figures are available, with a few exceptions 
a reduction of the volume of impoi’ts and exports has taken 
place. Value figui’es have of course declined still more. The 
most notable exception is Russia, which will be discussed below. 
France increased the quantum of her imports ; New Zealand, 
Algeria, Latvia, and the Netherlands Indies their exports, 
while Denmark increased both exports and imports. 

Countries which sell a large part of their commodities to 
Europe have fared better than those which export largely to 
other continents. For instance, the export value of the United 
States fell off by as much as 27 per cent ; in the United Kingdom, 
the value of exports declined by almost 22 per cent and its 
quantum by over 17 per cent, whereas the value of German 
exports fell only 10 per cent and the quantum only 4 per cent. 
Tlus would appear to have been partly due to the fact that 
Great Britain normally sends only about a third of her exports 
to Europe, while Germany sells three-quarters of hers to European 
countries. The fact that Germany maintained her exports at 
a high level was also the outcome of other circumstances — in 
particular, the necessity for making reparation payments and 
meeting other fixed obligations abroad durmg a period when 
the influx of foreign capital was reduced. This of course 
also affected imports into Germany, the quantum of which 
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St, us the L„.lel V“’'‘T.r‘^,h"S Slum So“« ol co,„mo 

StJssu'rhr .rs:'^‘^i^^« '■' 

^"t^lUhl Sues thes-alac ot Uh, .^ortj »„' 

dulmcd mudi inon, Uiau the ^1 ^increase m the 

dm ts In France there was c\cii a forts of nunu 

^alueofunlortsoflhehUc^group Simda h 

facliir d Loods >\trc belter maintained than i^Npwi 
inatcnah ^\cept m the cast, of Great Britain 

Title WW — Percentage ‘f, 0“"''“" 

0/ Trade m 1030 
(1929 =» 100 ) 


■^^JJ^^’Touanlun i ^aluo |Qaa I 


United Stales 
Crude imlenals 
Stmi manufactures 
Finished manufactures 
United Kingdom 
Raw malcnals 

Articles wholly or larlly 
mauufacturtd 
France 

Industrial materials 
Manufactured articles 
Germanj 

Raw and semi mnnufictuiis 
■Manufactured articles 


1 83 103 

113 1 . 
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The quantum figures for the three European countries 
confirm the impression that their trade was relatively well 
maintained during 1930. That the exports of manufactured 
products from manufactm’ing countries kept up well is also seen 
h’om Table XXXVI. This table reveals the great difference 
between the ability of Europe and other parts of the world to 
purchase such commodities. Exports of Germany to Europe in 
1930 were nearly as large as in 1929 and larger than in 1928, 
while exports to other continents were about 25 per cent lower. 


Table XXXVI. — Index Number of the Value 
of Exports of Manufactured Products in 1929 and 1930, 
as Percentage of 1928. 



1929 

1930 

1920 

1930 

Germany* : 



United States - : 



To Europe . . 

i 112 

111 

Serai-manufact. . 

102 

72 

To Non-Europe 

116 

86 

Finished . . . 

112 

84 

Total . . . 

113 

104 

France ^ . . . . 

98 

85 

United Kingdom^: 



Belgium ... 

106 

90 

Domestic Exp. . ) 

99 

76 

Netherlands ^ . . 

108 

92 

Re-exports . . 

111 

93 

] 

Czechoslovalda . 

100 

88 


Among the manufactured commodities, exports of producers’ 
equipment seem to have kept up at least as well as those of 
consumers’ goods. It should be observed, however, that before 
the war, there was a clear tendency towards inweased trade in 
the former kind of commodities, a tendency which seems to 
have continued later. To judge the influence of the depression, 
it is therefore necessary to eliminate this trend. According 
to Professor Wagemann, the expoi-ts of these two classes 
of commodities from Germany, the United Kingdom and the 


* Brussels class! flc.iUon ; including War Rep.arations in kind. 

‘ National classification, viz : “ Articles wholly or mainly manufactured ", 

* National classification. 

’ National group “ Objets fabriqmis ". 

* Brussels classification. 

’ National group “ FabriUaten ", wlncli is practically that of Brussels. 

‘ Brussels classification. 
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United Slates ino-ved an the manner indicated by the following 
table 


Table \\\\U ~ Changes in Exports of Producers 
and Consumers Goods fin per cent) ‘ 


— T 

1910 

par^wilb 

1000 

1913 

nareUwith 

1910 

1033^ 

pared with 
1913 

1930 

pared with 

1925 

Producers Goods 

Germany 

United Kingdom 

United States 

-rioa 

~ 57 
-v- 56 

+ 16 
-r 28 
' a. 60 

— 3a 

: + 19 

- 17 

— 9 
•r 9 

Tola! 

+ 72 


— 3 

+ 14 

Consumers Goods 
Germanv 

United Kingdom 

United States 

+ 38 
a- 55 
-i- 74 

^ 26 

— 32 
+ 2 
+ 33 

19 

— 39 

— 21 

Total 

- 51 

-r 22 

— 5 

- 22 


From 192o to 1930 Ibe \aluc of esports of producers goods 
increased by 14 percent while the value of c\portsof consumers 
goods declined b> 22 per cent Tlicboom penod brought a^chtl\^. 
increase in the importance of producers goods m international 
tndo From 1929 to 1930 the reduction in thi German exports 
of hnislicd commodities belonging to these (wo olisscs seems 
however to have been almost the saruv The high German 
exports of producers equipment gooib were partly due to large 
sales to Fnnre Since the new tariff agreinicnt between those 
Iv-o countnes German exports to Fruice of electro techmeal 
niachmerj hive riven to twelve times the figure in 1927 and the 
exports of maclunes m general to eight times the figure for that 
jear 

The readjustment of Uie net Unde balances — that is the 
difieicnce betwicn imports and exports — of certain groups ol 
countnes which has resulted from the changes in the conditions 


1931 TTiHiyirtic/Ki/lj EdUn 
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of international trade and in international capital and gold 
movements, are seen in Tables X-XI in the Appendix. In manu- 
facturing countries, practically no change took place from the 
second half of 1929 to the second half of 1930, or from the first 
quarter of 1929 to the first quarter of 1931. European countries 
exporting vegetable foodstuffs and raw materials appear to have 
adjusted their trade balance in the course of 1929 and to have 
continued to do so in .1930. Such countries in other continents, 
on the other hand, have in many cases changed their trade 
balance in a negative direction, in spite of the fact that 
long-term borrowing has been much restricted, (See next 
section.) 

It is impossible to enter here upon a description of the trade 
in individual commodities. It may, however, be mentioned 
that trade in coal seems to have been very little affected by the 
depression ; in the second half of 1930, it exceeded that in the 
corresponding period of 1928. World exports of motor-cars 
fell in 1930 by over 50 per cent, while production fell hy less 
than 40 per cent. 

Russia is a notable exception to the general movement towards 
a reduction of both the quantity and value of international 
trade. Tire value of Russia’s foreign trade increased by 16 per 
cent from 1929 to 1930 and, if quantum figures were available, 
they would of course show a still greater rise. Export values 
increased by 13 per cent and import values by 21 per cent. A 
comparison of the trade of Russia to-day and before the war is 
exceedingly difficult on account of territorial changes. It would 
seem that the foreign trade of the U. S. S. R. in 1930, although 
considerably larger than in preceding years, was still less than 
that of those parts of the Russian Empire comprised within 
the present Soviet Union before the war. In spite of a bumper 
crop in 1930, the exports of cereals would appear to have been 
smaller than before 1914. The timber exports, on the other hand, 
seem to have been somewhat larger. As the considei'able and 
unexpected increase in the supply of certain important Russian 
commodities in 1930 occurred dui'ing a period of depression, 
it naturally exercised a considerable influence on the movement 
of prices. On the other hand, the even greater increase in imports 
of semi-manufactured and finished commodities must have 
exercised a stimulating influence on the industries which were 
able to sell to Russia. For example, the U. S. S. R, imported 
agi'icultural and other machinery to a value of 361 million 
roubles ($186 million at par of exchange) or more than 
twice the figure for 1929. The imports of motor-cars, ships, 
finished iron and steel goods other than machinery, semi- 
manufactured products of iron and steel and metals, also show 
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a considerable increase U should be obsened, however, that 
Russian imports of ravi nuilcnals Imt bctu dccUmiitj. a fact 
winch his tcndul to mlcnsd> the slump m their pnas on the 
world imrkcLs 

Dunna ion the Icndincus i» iiilini ilioml trade wlucU 
hasv bicii «1 scnlnd alme utre CG»sjdtnhJ> moditied Tlie 
\ due of world tradi continued t« contnet md in the first qu irti/ 
i f tin y ir was 30 p r cint K^s than in tin ccims{mii<hng ptnod 
of list se r (Sie Tabks WXII and XWIt abosc) This 
w i m esiii ^rexlir reduilKU Ihitt in till prtMous >s3r Tlie 
chi f tiilTireiice howisir bilwtcn 1931 and 1930 w is a change 
m the relatiM position of llu. diihri-Jit counlrus Mmufic- 
tunng cxmiitiies redvicevl Wwvt vxpoits "sl Isast as much as — «v 
innnj cases more than — other countries Tins w is Hrgcl> due 
to Uu fact tint while thur trade with non maiuifaclunug 
countrus coidiiiiKd to hll then, was n still grialir drop in 
Die tnle bitii eii tin diJlirvnt jinmifncluring nmntncs, which 
had bi n will inami'uncd diiriug 1930 rurtlur il was the 
sohiine of trade m finL'hcd goods whuh dichind inos) How 
ievtfe the reduction m the exports of znanuhetund [iroUutts 
Ins hion is shown in the fulJownig i ihle for certain 
cotmlncs 


Tabu \X\VUl — Index \umbtr o/ (hr Xalueof Fxiiorts of 
UanufaciuteJ produefs hi (hf Fini Qnatltr of 1931 m Fer^ 
anlagci of the hint Quarter of 1929 


Genimix 

To Europe 93 

To \on Lurape 01 

rota] 83 

United Kuigdoni 
Domestic Exports 5 1 

Re-exports 09 


LiiiUd Stairs 
Scuii iniiiuf3c(un.d tS 

1 inn-hed 19 

lYaiice 72 

Illinium So 

Netherlands 74 

Czcchoslos ala i 79 


This reduction of world trade could wot hut considerahlj 
influence conditions in the shipping uidustn It has been nuu 
iioncd in Chapter II aboxe that shipping rates cacr since the 
war had Unded to decline and were re} itivth low flu. f^ct 
lint e\cn dunng the summer of 1929 more thin fin. per ctnl 
oi total tonnage was laid up indicaUs that a cotisidcnbh surplus 
existed Under such conditions the miuced demand for cargo 
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space, which accompanied tlie decline in world trade, naturally 
depressed rates, as is shown in the following table : 

TaUe XXXIX. — ■ Inde.x Numbers of Ocean Freight Rates. 

(19X3 = 100.) 



Economisl 

Slalisl 

Slalisliscbes 

Reichsamt 

1927 •. . . . 

110 

119 

106 

1928 

99 

110 1 

102 

1929 

97 

106. i 

109 

1930 

79 

82 1 

92 

1931 1 

81 

j 

85 i 

1 

88 2 


The fall from the 192S level was, however, rather smaller 
than that for most commodity prices. Computations of a general 
index vary considerably and show a reduction of from 10 to 16 
per cent. The further reduction in 1931 has been insignificant. 

The downward tendency of shipping rates has of course been 
strengthened by the fact that shipbuilding continued on a large 
scale throughout 1930 ; it has, however, fallen off considerably 
during 1931 . The total world gross tonnage exceeded 70,000,000 
tons in June 1931, or 3,000,000 more than in the same month of 
1929, while it was about 47,000,000 tons in 1913. 

That shipping rates declined so relatively little in spite of 
this increase in supply in a period of falling demand would appeal' 
to be chiefly due to the fact that the rates were already not much 
above the variable costs of many old ships. Hence, even a small 
reduction has made it unprofitable to keep them in commission. 
The tonnage not in use in the spring of 1931 was about 18 per cent 
of the total. 

It should be added that certain rates have not participated 
in the general decline. On important routes the companies 
which control the liner traffic agreed to maintain almost the 
same rates as before the depression, both for passengers and for 
many classes of goods, and very little changes were made before 
the summer of 1931, This fact, however, although it has tended 
to restrict the trade in some commodities on these routes, has 
been of relatively little importance compared with the reduction 
in the rates ruling in the tramp traffic. 


'• First half of the year. 
- January to April. 
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L Kteun^tionu. Cahtal Movcmcnts 
Oallinc of Recent Changes 

111 a prc\ lous section a summar\ "ttas made of the moNcmuits 
of intermtional capital which look, place after the was until 
the mid He of 1928 Vttenlioii -Has drawn to the gradual increase 
in th ^olHme of capital transfers — parljcularK to the growth 
ill European borrowing at the time of the monetary stabilisation 
— ■ and to the return lo more normal political condiUons m 
certam coimlnes in 192l'2a 

Temporary disturbances m the latter part of l92o anci iii 
1926 checked capital transfers to a certam c\lcnt From 1927, 
French capital exports began to fall olT and change m a wa> 
which it would appiar olltcted most directly the credit situation 
111 Gcmiaux \e\erlhclcss capital mu'! cm nts m 1927 and 1928 
were \erv consid rablc In each of thcsi. years the aggregate 
net capital export from the three largest capital exporting 
countries — the Lulled States the United Kindgom and Trance 
— amounted to between SI 500 million and $2 000 million 
and the capital imports of Germany arc behexed lo base exceeded 
$1 000 mdliou 

By the middlv of 192S there were signs of a general contrac 
tion in International capital operations Tlie foreign issues 
floated lit the Lnitcd St ites fell from the ixceptionalK high 
figure of St>42 million in the first half of that year to $109 million 
in the second This reduction was howexer parth offset by 
exports of short term capital for during the second half of 
the year tin. foreign borrowers wire able lo draw upon their 
deposits in Vmcnean banks consisting largclx of the proceeds 
of loans previQusls floated Tlic turn in the net capital exports 
of tlie LniUd States on long and short term account oiil\ came 
in the beginnuig of 1929 During that year tiles fell to 
$233 million or to less than one-fourth of those m 1928 

For tin. Lmted Kingdom no direct esUmati of the capital 
moMUicnt is axaifable but the surplus on account of current 
Items md Gox'cnimmt c.ipi(ul transactions m flic olTicial balance 
of payancJils estimate amounted to $667 million in 1028 and 
S672 million in 1929 * If this estimate be correct pnxatecaj ital 
^jorts wtre as great or cxen slightly greater than ui 1928 
The amt untof new capital issues for foreign accountfell howexcr 
bv o\er a third and the ouUlow of capital in other forms than 
niw long-term loans would thus appear to have incrcasid 
I rcncli capital c-xports, which wtre still considerable m 1928 
were practically wiped out m 1329 


* rrtl nu ary Ogwe. 
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The restriction of capital movements is of course equally 
noticeable in the figures for borrowng countries. German 
net borrowings are estimated to have fallen off in 1929 by $450 
million or nearly 44 per cent ; similar reductions took place in 
the case of a number of other countries. 

The following table summaiises the available infomiation 
concerning the net capital movement in the years 192S and 1929 
for a number of countries, lenders as well as borrowers. Capital 
exports are indicated with a (+) sign and imports with a ( — ) 
sign. For certain of the countries, these figures, wiiich comprise 
both long- and short-term capital, are not based on direct 
evidence of the capital transactions but are calculated from 
the balance of current commercial transactions. 


Table XL — Inter national Capital Movements, 192S and 1929. 

S (000,000’s) 

1928 1929 

Lending countries : 


Canada ^ 

• • * "T 

164 

~ 87 

Czechoslovakia 

1 

... T 

53 

4- 31 

France ^ ^ 


235 

— 29 

United Kingdom ^ - . . . . 

t 

... -r 

667 

- 672 

United States of America . 

I 

1,036 

-r 233 

Sweden ^ 

... , 

19 

-r 71 

Borrowing countries : 

Argentine ^ 

. . . — 

131 

— 38 

Australia ^ ^ 

. . . — 

193 

— 166 

Denmark 


— 

-f 9 

Dutch East Indies .... 

. . . + 

S 

— 32 

Finland ^ 


40 

— 12 

Germany ^ 

... — 

1,017 

— 567 

Flungai'y 

... — 

88 

— 37 

India ^ ® 

. . . — 

67 

— 36 

Japan 

- . , — 

54 

-r 25 

New^ Zealand ^ ® 

1 

- 5 

— 54 

. Norway 

... — 

34 

— 8 

Poland 

- . , — 

140 

— 58 

Yugoslavia 

. . . — 

26 

T- 8 


' Indirect e^>timates, calculated on the basis of figures relating to merchandise, 
gold and services. 

= The figures exclude Government capital transactions. 

’ The figiues exclude amortisation ot Intcr-AUied debts- 

* Economic years ending September 30th. 

* Economic years ending June 30th. 

* Economic years beginning April 1st. 
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In T numb r of e ^ Ih c'lpiUt bilmrts ^^c^v rc\erwd m 
1921 Thus thn» oi tin I rrovkHif» rimnlrits •.Uown Iti the jbost- 
t tbl (Su^(sh\i iiuujiarkJnd lip ««) rtrordtil i jul capital 
esposl m Ui it \ r ntt,ulir am«»rltsal«)ii |> iNincnU and re}>i>* 
m nt f I ri I rut ir«dtU l(inl il should Ik nmimbircd. to 

rr it iiijil 1 <\ji< rl from d« Wor couiilru j if IK u bo^^>^v^^p'^ 
r. rl 1 I 

i 1 1 wli ih hid Ikin r\jK>tttiiu cijut'il durtn^ Ihi ikhou 
l') 2 r-li 2 S npil il m 1929 Hit fbhj reasons for 

thi*- '1 'll c \\«r< the drop 1 1 oser 10 pir ciiit in th« (-.utadian 
oh I rip m 1929 is a rt'suU of which the export surplus of 
i 1 td ( ujs re lured a»*l IJir »\f«ptin«jJ dcnnnd for rtpilul 
HI ih ecuntrs mated patU\ h\ the in'luslrnl boom jurtly 
I \ iho stormy up of *» itorliou if tlie rich rrttp of I12h its the 
Wlrat Pool Till njital baljiir* of the i>ulfh I *st Iiuhe*s 
wis iho reversed in J929 vetun there wis i r ipil if iinjKJrt into 
(he r unip. ff seme S f(t million elui m ;i.irt to the iiiicrM 
IT \ u] n the tr I balmcc of tin f iUi»4 prices of the imm 
\ n du ts e f the eounlrc 

N w Aalifiel iKininlU boffuws but m the. tcoiioniic 
bef,mmiij, \pnl Ivt. 1927 and 102S, the rv nppe irs to Invc bicn 
e smill cipital export from Unl countrv Hie resumption of 
( jj' daiiiiiportsin Incfellowii)^ ir(\p»i Jsl 1029~Marcb 3Ul 
PJoO) wis comucteel with the fill m the mices of w-oed 11111 
otherexpoiis The inflow eif cipilal w is ixchisivfh in the form 
uf sites of elomeslie bolelinns ef outst indiiijj font^n vecunlu*s 
and short term funds n loii^ lenn loins ire record i 

Lniikc most lending i4 uiitrie's Sweden records iti unusuilij 
high eipital expert m 1929 — hi„lur initccd than in 1927. 
when the previous posiveir record wav reiched In 192S the 
cipjUloutJlfw waseurtailcd probiblj largilj under the mnutnee 
of I the ur disputes in Ihe muii exporting induslnes 

The ccuntnes shown m the table, other than thosi lueulioucel 
aliove record a drop in 1929 CzechosJov ik eapjlil exports 
fell hj 12 per ctul Xr^entuic capital imports bj 71 per cent, 
\uslr dim < ipitjJ imports bv 1 1 percent Indiin cipitii imixirts 
b\ tb per cent ind Pe hell llungirnn Norvve^im iiul I tnnisb 
capil il imports bv aO iS 76 and 70 pet cent respiclivclj I or 
1 number of countnes no ligures conterning the capet d move'- 
ment ere ivailuble but Ibc conclusions which miv be driven 
from the movement of the visible iraete balance and other [aclors 
ceinlirm the viivv that the restriction m inUrnalioml cndit 
VMS almost universal 

\s nieiitioncel above the change, m the capital market was 
noticeible m certain counlnes bj the middle of I92b or more 
man a vear before the turn of the business cvek V further 
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contraction would appear to have taJcen place in the summer 
of 1929 and to have been one of the factors which led to the 
spread of the crisis in the autumn of the same y^av. 

Capital movements after the turn of the business cycle in 
1929 are only incompletely known. The net export of capital 
from the United ICingdom, which in 1929 had remained at 
practically the same level as in preceding years, was considerably 
reduced in 1930. The surplus on account of current items and 
Government transactions, according to an official estimate, fell 
from §672 million in 1929 to §190 million. The United Slates 
capital exports, which in 1929 had fallen to less than one-fourth 
of those of the preceding year, or $233 million, is estimated 
to have risen to $547 million i. Otlier countries repurchased 
a large quantity of their securities. Hence, the net export 
of long-term capital was only $213 million, the rest being an 
outflow of liquid funds. 

France appears to have withdrawn large amounts of her short- 
term investments abroad in 1930 and, judging from the visible 
trade figures, it may be assumed that there was an inward capital 
balance. From being one of the most important capital-exporting 
countries of the world, France, in the course of two or three years 
seems to have become an importer of capital. The change was 
accompanied by a steady increase in French gold imports. 
Switzerland, according to an authoritative statement received 
more capital from abroad in 1930 than she invested there. The 
change in the SAviss balance would seem to be connected Avith 
the infloAV of short-term funds from Germany and other countries 
and was due — in spite of the exceptional decline in money 
rates in SAvitzerlahd — to a desii'e to avoid high taxation or 
risks elscAvhere. Belgian and SAV'edish capital exports appear to 
have contracted in 1930. 

The German imvard capital balance, Avhich in 1929 had 
fallen off considerably, was further heavily reduced in 1930. 
In the first half of the yeai’, the infloAv seems to have been consi- 
derable — about $150 million — but late in the summer the 
confidence of foreign capitalists Avas shaken and a large outfloAV 
of liquid funds began. This led to a reduction of the foreign 


^ The offlcial cstiniale made by the Department of Commerce is S733 million, 
but from tliis figure has been subtracted a sum on account of amortisation of 
war debts, the net change in merchandise credits and some other minor items 
which are not considered as capital items in the offlcial balance of payments 
estimate. It does not seem improbable tliat the figure S547 million is too high, 
as the credit itenis on the balance of ijayments fall sliort of the debit items by as 
much as S374 million. If it is assumed that the net export of capital %v;as really 
lower than the offlcial figure, the debits and credits would more nearly balance. 

- Report of Professor G. Bachmann, President of the Board of Directors of 
tlie Swiss National Bank, to the ^Assembly of the Bank on ^larclr 7th, 1931. 



201 


rxrlnntjp n^r^c•s \\h»U longtrnn bom>v.ing continued, 
tiio mt iHf>% m 111 of » ipil il in llu second IijU oI iht 
\nr srpnis t» hi' tilhii to an itisi^nificjiil sum For Iht. 
whoir M ir lln n I fmifin bcrroiMiij. is cslmuUd it $170 
million ir n t much nion lh»n i Ihinl <1 t!ie Gcrniun 
niirili II 1 \m nts TJus* pasnunls "ire riiidind jms-Mbli. 
b% 1 surj ]i <f commoiUK i\port5. over imports of $370 imihon 
Di inform ilim I'liJibJc conrinung Iride in iiKrclundise. 
in 1 f, 11 its 1 simil ir fjl) iii tin cajiilil imports of Fohnd 
n<iHum»ir\ (iiiadi ulnch In gm to 1 orro" in 1929 stems to 
lin iiitrnscd Its c ipitil imports considtrahlv m 1930 Jipms 
b Imri of pi>mcnls rlun^td m Iht opposite ilmcUon ifttr 
hi'iiii, imporlid npil il stc ulilv up to 1928 it rccordtd i siniU 
net i\port in 1929 "huh probiblj mcnistd j;n itl> m 1930 
The timUncKs tov» irds a eontnction in the mUmuliotial 
capil d rno'inunls other than re panlion paNTSiciiU ind m some 
oases ti'virls i ri\irs.il in the diftclion of Uu net mostmcnl 
of C 1 J it d "luch hid become tvidud dunmilhv boom of V92i-2‘t 
"tr thus on the "hole inltUsificd in 1930 Som obsers ilions 
on tlu short-term capital mo\cmculs"dlbi.maJcii\rhu} tcr\ III 
Towards the end of 1030 Germiiiv had i nil mdcbltdni,s.s on 
short Unn iceouut of about $1 100 imUiou 1 loctu ilions la this 
sum exercised a doniiu itmi mfluencc on the Geninn economic 
position 111 the sumnur of 1931 

Tin, above stalemcuts nftr to the lolil capital bilmccs 
and ire to i cirtam extent contradicted b> t) i information 
asidablc c necninm the mo'cin nt of mw capital issue* floaUd 
for fonigu account in the main Kndin^ counlms Tlnre was a 
growth m such ussuts m Uie last months uf 1920 and the first 
half of 1930 and dunng this pinod thi flow of capital from 
lending to borrowing countm* m certain ollur [onus probably 
lucrcaKct also Later in the latter vear howcvir capital mo'is 
iiients again contracted is a resuK of cirtaiu economic md 
political factors and it ipjKar* that tin teiidcucns of the last 
half v^ar otilw igfnd those of tin first 

In 1931 tile fong-term ^ipilil mo'cnients seem to havi- 
wnlinutd to <kvlkn« h £ ^ctaikd figurts arc not available 
Frinco granted considcrabK loons to agricultural countries 
in South-Eastern Europe 


Ina/jsis of \eiv Capital issues 

Irv sludvmg the moicment of new cipilil issues it should 
»,n that allhou^ over a longer penod thev mav 

r^.n. sigiulicanre for the fulurt. capital balance of the 
countn..s concerned Ibaii. for exaavOe, aw? caW ^ 
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outstanding securities or lendings and borrowings on sliort term, 
which normally offset each other to a large extent, this may 
not be true of a shorter period. Impressions from a study .of 
such issues must therefore be corroborated or completed by 
other data showing the changes in the capital market, particularly 
the movemeut of effective bond yields and money rales in 
different countries. 

The United States capital issues for foreign account cul- 
minated in 1927. In this year they amounted, according to the 
Department of Commerce, to $1,337 million, or about double the 
corresponding figure for issues in the United Kingdom, but they 
fell to $1,231 million in 1928 and $671 million in 1929. This con- 
traction in United States lending abroad in 1928 and 1929 
coincided with the New York Stock Exchange boom. 

In the second quarter of 1928, as the boom gathered strength, 
bond yields began to rise and continued to do so until the autumn 
of 1929. The consequence was an increase in the actual interest 
rate necessary to induce lenders to take up issues of fixed-interest 
securities, and this increase, though small, was sufficient to 
discourage such issues in the United States. Foreign Governments 
to a large e.xLent turned to other capital markets where conditions, 
although affected by those prevailing in the United States or 
by local booms, were generally less unfavourable. In other 
cases, these Governments were able to meet their requirements 
for current expenditure or for refunding of matured loans by 
short-term banldug advances, thus avoiding the flotation of 
new bonded loans or at least postponing it in anticipation of 
more favourable conditions on the market. 


Table XLI. — United Slates, Capital issues 
for Foreign Account.^ 

$ (000,000’s) 

Bonds and notes : 

(a) Government and mv 
pal loans 


Shares ; 

(aj Preference shares 
(b) Ordinary shares 



1927 

,192S 

1929 

1930 

i- 

827 

586 

121 

548 

JS 

699 

625 

473 

419 


17 

40 

114 

13 

. 

18 

69 

51 

29 

• 

1,561 

1,320 

759 

1,009 


'■ Series ot the Commercial and Financial Chronicle. The figures show nominal 
values and exclude refunding operations. 



Tlic Stock L\clianni speculation favoured the issues of 
roififlu shires in the Lmted States but aUltou^h the volume 
of such isiu s \ns fivt times is great i« 1929 as m 1927, Jt was 
still nlaliv Iv iJiijnporlant — rejjrcscnting only 22 per cent 
of th t tal issues for foreign account V more subslantul growth 
ill f i ign issues in tlu Imlcd Stales was prevented * by the 
r lucl nc of foreign mauacements to set cor\ionile control 
pa s ( diiothcr country and by tlic traditional unwillingness 
<f till iioaniinestorsloj)«rchis».slocksofforfigncoq)Dralioiis • 
The d ni iiid for a rilativilj high dtgrtc of security when subs- 
nbiiit, for fonign secunlaa may •‘ccount for the fact that the 
\olum of foreign prcfeunci- shires rose more rapidlv thm 
Ihil if nrdinarv shares white the reverse is trui, of the share 
issiits fir domestic arcouiit 

When share speculation came to an end m the last quarter 
of capital was agun released for liond issues and the total 
issu s fur fjrvigii account rose rapidly up to the middle of 1930 
DuriHe, tl i last half of that year they igam fell to a low point 

Th cause of this new d<auie was no doubt }>arl}y the iggra 
\ lied economic conditions ui a nuiulicr of borrowing countries 
sutT ring from tlic low prices of their export products and other 
repercussions o{ the crisis and partly political compile itions m 
diffvrent parts of the world which theniscKes resulted from or 
were Hitcnsilicd by the economic depression 

The distribution of tht hinted States capital issues for 
foreign account rcvi ils certain facts of particular interest 
kvuifibfe fiiniU vv tt higeh altractcd not bv countries which 
normally rtquir fureiMi <^rtdits hut by those with a nch domestic 
capiia) supplv Siimlarh loans to a number of the most im 
p rtant borrowing countnes m other continents were reduced 
Th eourse ot cv cuts may best be illustrated by the tact that, vvlule 
issues for the account of Canada and Sweden which ire as i 
ruh capilal^vporting countnes rose from $194 mdlioii m I92S 
to $3ot million in 1929 or from 16 to o3 per cent of the total of 
\iiuricaii issues 11k si for the account of six large borrowaits 
— namely Gennanv Jaunn VustraUa the Vrieiitinc, Brazil 
Colombia — fell from SoTO miiliou to So2 million, or from 
16 tr> 8 per cent of the total 

Tlu movement of capital from the Undid States to Gennany 
lias all through the penod under n,\iew been closely connected 
wit 11 file political situation of the latter country The contraction 
Of Vnicrican capital exports in lOK coincided with a strong 
novcmenl in Germany for a definite set Ucment of the reparation 
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problem ; in September 1928, an agreement was reached by 
which the creditor Powers recognised the necessity for such a 
settlement. Negotiations started at the beginning of 1929 and 
continued throughout the year. The final agreement was not 
reached until January 1930, or a few months after the definite 
turn of the business cycle had taken place. The uncertain! 3- 
with regard to the result of the negotiations during this consi- 
derable period tended to check loans to German}^ as well as to 
certain other European countries. 

With the expansion of foreign financing in the United States 
during the first half of 1930, a number of countries which during 
tlie boom period had been largeh' shut out of the New Yoik 
capital market were again able to borrow there. Considerable 
amounts were raised during the second quarter bj’- German}’, 
Argentine, Brazil and Japan. When the volume of issues for 
foreign account again fell off in the middle of the j^ear, these 
countries w'ere once more virtuall}' excluded and the onlj’^ countiy 
which continued borrowing freeh' in New York was Canada, 
in spite of the relatively low jdeld offered by Canadian bonds. 
In the last quarter of the j'ear, Canada was practical!}’’ the only 
foreign borrower. 

It is not necessary to analyse in detail the capital issues in 
international capitar markets in Europe. The major charges 
are summarised in the following table, showing the changes 
in the volume of issues for domestic and foreign account and the 
foreign issues as percentage of total issues in the United Kingdom, 
the Netherlands and Switzerland, together vith corresponding 
figures for the United States. (Sec Table XLII.) 

British lending in the form of new capital issues for foreign 
account has recently been less affected than that of the United 
States by temporary political complications or business fluc- 
tuations. This is shown by Chart 30. A number of coun- 
tries which could not borrow in the United States during 
the boom period of 1928-29 were able to satisfy their most urgent 
requirements in the United Kingdom. Thus Germany increased 
her borrowings in London from £2 million in the first half of 
1928 to £5.9 million in the second half. Since the middle of 
1929, she has not, however, borrowed in this market. Similarly, 
in the last quarter of 1930, when the United States loans were 
confined to Canada, the United Kingdom lent large amounts 
to such countries as India and the Argentine. 

For Italy detailed figures are available ^ which show’ a large 
reduction of the issues of Italian loans abroad in 1929-30 compared 
with the preceding years. The amounts w’ere, excluding issues 


‘ Bauca CommerciaI& Italian.; ; Movimenfo Bconomico Ilaliano. Milano, 1931. 
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Chart 30 

FORLIGN IbSLiS \S I‘j HCOTAOCS OF TOT^L IsSLES IV THE U S ^ 
AVD U K 


for refunding purposes lfG7 §162 nulhoii 192S SoQ milUon, 
1029 SIO million, 1930 $11 million The issues of forcign loans 
m llal) on the other hand, merensed from S3 million m 192S 
to Sll million m 1929 and $1S million iii 1930 These figures 
refer onlv to loans Asanumih-rof Italian shares were miroducetl 
on foreign stock exchanges in 1928 and 1929, it seems certain 
that Italy had a net import of long-term capital in 1929 and 1930 
also As it seems probable that Italy msesled on sliort term 
abroad m 1927 and has later reduced her deposits abroad, it is 
doubtful to v-hat extent the net import of capital was reduced 
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Table XLII. — Domestic and Foreign Issues in Certain Countries 

1928-1930. 


S (000,000’s) 



192S 

1929 

1930 

United States : 


j 


Domestic issues 

6,795 

9,425 

6,029 

Foreign issues 

1,320 

759 

1,009 

Foreign as percentage of total . 

16.3 

7.4 

14.3 

United Kingdom : 




Domestic issues 

1,066 

776 

620 

Foreign issues 

698 i 

459 

534 

Foreign as percentage of total . 

39.6 

37.2 1 

46.1 

Netherlands : 




Domestic and colonial issues . 

131 

96 

123 

Foreign issues 

107 

45 

103 

Foreign as percentage of total . 

45.0 

32.1 

46.5 

Switzerland : 




Domestic issues 

57 

131 

61 

Foreign issues 

18 

21 

60 

Foreign as percentage of total . 

24.0 

13.9 

i 

49.6 


The Price of Capital. 

Reference has been made above in Chapter I to the narrowing 
of the margin between the price of capital in borrovdng and lending 
countries which took place during the period of extensive capital 
movements. This movement came to an end in most countries 
in the middle of 1928 and in Germany and Austria about one 
year earlier. 

The changes in bond yields in a few countries from the begin- 
ning of 1928 onwards is shown in Chart 31. As the jield 
figures for different coimtries employed for the diagram are not 
comparable, the diagram does not illustrate the relative credit of 
the different countries, but only the changes in the price of long- 
term capital and the growing spread between yields. 


14 
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From the middle of 1928 to the end of 1929 yields were rising, 
but less rapidly in lending than in borrowing countries (see Chapter 
V — C). R’ench yields indeed fell slightly. The discrepancy 
between the yield of bonds of borrowing and lending countries 
thus increased. 

The increase in the supply of capital available for investment 
in bonds after the slump late in 1929 did not entirely reverse 
the situation. It is true that bond yields in certain borrowing 
countries fell and approached the slowly declining yields in lending 
countries, but in a number of cases (for example Poland and 
Roumania) they remained far above the level ruling one year 
earlier. Moreover, during the latter half of 1930 there was an 
almost univei'sal increase in the yield of the bonds of borrowing 
countries, while that of the bonds of most lending countries was 
stable or declined slightly. In the first half of 1931, the margin 
betw^een , the yields first declined and then rose considerably under 
the influence of waning confidence in the position of important 
borrowing countries. 


The EquUibrium of the Balances of Payment. 

In view of the considerable and rapid changes in the volum- 
and value of commodity imports and exports from many coun 
. tries, as well as in international capital transactions, the question 
arises how the equilibrium of the balances of payments was 
' maintained. ‘When imports of capital fell off, countries exporting 
primai’y products were compelled to adjust their trade balance 
to the new situation, using their reserves of foreign exchange 
and gold as a cushion to take the first shock. This readjustment 
of trade encountered great difficulties, as the greater decline 
in the export prices of these countries and the relatively inelastic 
demand for their goods abroad reduced export values and turned 
an export into an import surplus. 

The effect of the disturbances in the capital markets during 
the boom period of 1928-29 in causing important changes in the 
trade balance of several countries is very evident. The capital- 
exporting countries used a larger proportion of their capital 
for investment at home. This leaded to increase imports and 
reduce exports — e.g., of machinery. Imports of machinei’y 
rose in 1929 in the United Kingdom by 14 per cent, in France 
by 59 per cent and in Belgium by 38 per cent. In most of tfie 
borrowing countries of Europe, on the other hand, the effect 
on trade was the reverse. With the tightening of credit in the 
middle of 1929 the trade balance of Germany and a number 
of other borrowing countries in Europe changed simultaneously 
from passive to active. 
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Table \L/I/ - Trade Balance 1923-1930 ' 
$ (000 000 &) 


1 

1928 

1929 

1930 

f 

Ian. Junt*.run Dec. 

t/ja. J£iD<}jet> bec 

Jan June) 

julj I>« 

Germany ® 1 

Lithuania 

Poland 

Hungary 

Yugoslavia 

Iloumaiua 

— 3211 

t 

1- ^ 

1 1 M ! 

— 69 

— 13 i 
2a i 

i - 13 
t-21 

- 81 
i -r 3 

1 -r 15 1 

1 -r IS 
- IS 

, O- 120 

J- 9 

1 21 
O. b 

, J- 191 
— 1 
-L- I 

1 5 

-U 33 


Cerlaux ot these countries urv lai^e exporters of agncuUoral 
products , their exports in the second half of each jear naluraJJv 
exceed those la the first The «ch cro|» m 1028 -uid 1029 and 
part itularK the buiopcr niMic crops in Yugosiax la and Roumania 
in the latter N«-ar, conlrihuled to Uic actixe trade balance In 
Germany, Poland and Hungary, a reduction of imports and an 
increase m the exports of uidustnal raw inatcnals and manu 
factures oias lioweacr essential for the change 

The rich har-ests so xaluable to these countries at the mo- 
ment oihen the credit crisis became acute were onlj one of the 
factors mxohed in the adjustment of their balance of accounts 
In most of them there was a contraction ui the domestic demand 
for consumption goods in 1929 lnGcman> Poland and Hungary 
there was also a reduction In the imports ol machineiy As tlie 
table shows most of the aboxc countries mamtaiucd an active 
trade balance ui 1930 TTic mcrease of the excess of exports 
over imports ui Germans in 1930 was partly due to the fact Oiat 
Ger^n export prices feJl much less than import prices 

The trade of the most important borrowing countries m con- 
Unentsolherthan Europe did not react m the same way to the cre- 
dit stnngei^ Tlieir trade balance became more passive or less 
Argenlme excess of exports fell from 
1928 to 864 t^hon in 1929, that of India from 
million and that of the Nctlierlands Indies 
rom S23_ million to §138 million , m Australia the excess of 


J 'Ic7tlian<li»e onlj 

E«lu(j ng rcpirallott In Und 
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imports rose from §10 million in 1928 to §106 million in 1929 
and in Egypt, where there had been an excess of exports of 
§27 million in 1928, there was an excess of imports of §14 mil- 
lion in 1929. 

Variations in crops and prices, are to some extent res- 
ponsible for these changes. In 1928, the value of the exports 
of the countries in question was larger than usual, owing to 
rich crops and fairly high prices, particulai’ly of raw textiles. 
In 1929, crops were lower and prices and the value of exports 
falling. > 

At the same time, however, imports of industrial products 
rose. It appears surprising at first sight that these countries 
could find means to increase their purchases from abroad in 
spite of the credit stringency. In certain cases the balance was 
settled in gold ; thus the Argentine, which had imported gold 
on a lai-ge scale in the two preceding years, and Australia exported 
' considerable amounts of gold. Certain countries — amongst 
them Australia — drew upon their balances in London or New 
York and others were able to raise short-term credits. Neverthe- 
less, the difficulties experienced in meeting the foreign obliga- 
tions became more serious in the course of the year. Some 
countries, among them, as has already been stated, the Argentine 
and Australia, departed from the gold standard. It was only 
in 1930 that the trade balance of the non-European countries 
exporting primary products was adjusted through a reduction 
in imports. Nevertheless a few of them had to follow the example 
of the countries mentioned above and depart from the gold 
standard. 

Summarij. 

The history of international capital movements during the 
last few years, as illustrated in the preceding pages, may be 
divided into four distinct periods. 

The prosperity prevailing in the United States and a number 
of other countries during the first of these periods, comprising 
the year 1927 and the first few months of 1928, was favourable 
to iirternational credit transactions. The volume of long-term 
international loans reached a record level and a diminution of 
the discrepancy between money rales and bond yields as between 
different markets took place. A number of borrowing countries 

particularly those which had recently stabilised their curren- 
cies — employed part of the funds raised abroad for the reconsti- 
tution of their gold reserves and were thus able to extend their 
domestic credit supply. On the whole, a marked movement 
in the, direction of greater economic stability took place. Tliere 



thJl countiy. %>as tigMcmiig ■«hen Usenhcvc crcilit w tccomuife 

"™hi -itconJ period comcidcs mill H'c 'P'fjjj2|‘^2*cndu"8 
nroiicr lieBiraimg diirms the second iluirUr of 10^ MU cilo u fc 
mill Hie llnrd ipinrUr of 1920 Hs .»nin f an I 
rapid decrease m Uiiiled SliUs lone lonn Umline 
HiV moscmcnl of sliort Icnn funds to Sen Yor], ''m™ J! 
monej rates prevailed Capital rx|)orls tiom most ol I cr end mj, 
counlncs were ids erscly affected b> locil booms *1011 .w a j 
ol Ibeir reduced cnpvtM exports v, w altnclcd b> New i 
loans lo most ol Ibc borrowing countriLS were curUuIcd 
factore further {ir€\ciitcd opital from flowing to certain 0‘ 
these countries As a consequeucc the spreitl between the yicjos 
of bonds of different onyn increased In scUIing annual uitcrcsi 
and imortisatioii obligations contracted during the preccdiug 
period of casycrcdit 'luufnbcrofborrowingcouiilncswcrcoliligcd 
to reduce their demand (or consumption and capital goods and 
to adjust their trade balance or to export gold Ilic rcsuKiug 
disturbance in price relations and trade inovcmtnls was one oi 
the mam factors which led to the worldwide crisis in the last 
quarter of 1029 

The third period is relatively sliort — it comprises the last 
quarter of 1029 and the fttsl half of 1930 The ^hort term capital 
attracted by the United Slates boom was withdnwm (the wilh 
drawaU had indeed begun even before the Stock Fxchango 
collapse and may have had some influiiice iii hnnemf* it about) 
money rates fell and the discrepancy Inlwun rales i« ddfcreiil 
countries were reduced Tin rci aration quistion was settled 
a certain optimism was sorcahng and intern ilional capital 
opentrt to the maui borrowing countnes 

There were thus terlam signs of a rcturi toiherehUM stabilitv 

of the period preceding })e boom staumty 

unchecJvtd arktlnnn pnraary products continued 

MwSsS ™ I™’’."' products was shaken 

proluctonKZT "l«>l the seasonal increase of 

AnenStS,™”, »I >830 

marks the beLmmn?'„! K*"'. Hms took place Tins 

smlmg one S Se? at «>« l«nc of 

Iraee brcoaic'Z, ?lmo l A >” ““ “0 Creditors 

the existing debt cliarees ^f" Vl^i^ ’““8® ^'hc iveight of 
consideRilily tbrouol, U?riW!,»^ countries has increased 

vatnes Of c?u„,r,est££ sT^S 
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primary products have dropped to a low level. Thus, a heavy 
strain has been imposed on the balance of payments and on the 
gold reserves of these countries, and gold has been accumulating 
in the United States and France. The price of short-temi and 
long-term capital has fallen in the lending, and increased in the 
borrowng countries. 

The aggravation of the depression and the growth in unem- 
ployinent has tended at the same time to increase public expen- 
diture and to reduce public income and has thus created gi-eal 
financial difficulties and shaken the credit of those Governments 
and counti’ies which are most in need of foreign capital. Social 
and political complications in 1931, to a large extent the natural 
outcome of the depression, have had a similar effect, and have 
even led to a flight of capital from countries which needed it 
to those which did not. Thus the increase in the spread between 
money rates seems to a large extent to be due to a growing 
sense of political insecurity. A general feeling of insecurity an'd 
instability has been prevalent and has formed the main obstacle 
in the way of a resumption of international credit transactions 
on a large scale. 



Quptrr \ 1 

FURTHER A_V\L\blS OF THE DEPRESSION 


\ The CiiAtucrcn of the Detucssion 

Tb ci>»f.nUal charactcrjsUc ol Uw present wrld ecouomic 
(lepre&sioa that a businesses cU recession occumdat amoment 
when strocturiJ change* and majadiuslimnls Iiid made the 
economic siluotioo sen unstable The diUennl aspects of this 
instahiht> base been dealt snth in Chapters I C and 11 abosc 
and need not all be touched upon again Uis,hosc(.\cr,importatit 
to emphasise that certain tendencies which had contnbuted 
to this instaJjiiitv persisted after the beginning of tl c depression 
Thi. idaptations for which these (lodinaes caUed wrere not earned 
out, partlr because the depression chirked the mecntise to 
invest new capital even for the purpose of adapting production 
to changing needs ,partl> bicausv lanllswerc emerallj increased 
Thus for e\ainple an inslraordmar^ mcr\.asrv in import duties 
on cejvals and other measures designed to protect domestic 
pnc<j tended to maintaia the v 2 j*(iag fomis of agncullunl 
production In the United States Canada and laan^ oUnr 
countries lands on manufactured goods mre also nusvd 
In such a situation whiremaladjuslmints and instability were 
lendingmlher to grow than to dimiitis^a busine^s-cyck recession 
^ recession was espcciallv violent in the United States, 

^ere the preceding boom bad bevn very pronouncid In other 
'when no real boom conditions hadpnvailed jtlooked 
tile recession would be relativelv nuld However, 

alreadvKZ,*' economic position which "had m some wavs 
bv ihe was further disturbcil 

m slreueih Hence the dtpressmg leniluiacs incnased 

and number and gr^uaJh^afficted one countrv 
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after another. These tendencies were the combined result of 
the business-cycle recession in certain countries, the instability 
existing in 1928 and 1929 and the tendencies towards growing 
structural maladjustments noticeable in the same period. 

The actions and reactions of the various factors mentioned 
above need to be analysed a little further. The business recession 
in 1929, like all previous movements of a similar character, 
involved a reduction in the demand for raw materials and a 
decline in their prices. This decline was more rapid than it 
would otherwise have been, owing to the tendencies towards 
over-production, the wealiiiess of many of the existing mono- 
polistic agreements and other circumstances which have been 
described in Chapter II B. For countries which concentrate 
on the production and export of raw materials, this price move- 
ment was of course a serious matter. The situation was aggrava- 
ted by the fact that the price of crude foodstuffs also fell as a 
result of an over-production of certain products such as wheat 
which was to some extent of a purely accidental character. 
Owing to the inelastic demand for foodstuffs, a ver^' small excess 
production is likely to bring about a considerable drop in prices. 
The important factor in the movement of the prices of staple 
foodstuffs in the short run was, however, not the inelasticity 
of consumers’ demand, but the rapid contraction of the demand 
from merchants, whose stocks were falling in value. Oving 
to the slow decline of retail food prices and the relatively inelastic 
demand from consumers, the consumption did not to any 
considerable extent counteract the drop in prices caused bj’^ 
the contraction of the demand from dealers. On the contrary, 
the reduction in incomes would appear to have brought 
about a reduction in the demand for some of the more expensive 
foodstuffs. The drop in food prices was aggravated by the absence 
of any restriction of output. The individual farmer is unable, 
by a reduction of his output, to influence the prices at which 
he sells. Hence, contrary to the policy pursued by manufacturers, 
he naturally tries to meet falling prices by producing more 
rather than by producing less. The frequent increase of import 
duties on foodstuffs in most food-importing countries strengthened 
tliis tendency to maintain and increase supply, and thus contri- 
buted to the drop in price on the world market. Further, for 
special reasons, the world supply of wheat increased irrespective 
of the movement of prices. 

It is quite possible that the prices of foodstuffs as a whole 
might have declined very little or only for a brief period had 
there been no genex’al business depression. It is true that demand 
for most vegetable foodstuffs is relative^ inelastic and that 
therefore a tendency towards over-production would in any case 
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Imc broH'^ht tbout i considrrjblc temporary iluinp m pnecs 
As a (Jccbni in cirt «1 price's h mc%er IckIs djrccn> to 'i ebeopen- 
ing of aninnl fondsluffs tUe demand for llic latter «ou3a ha\e 
LfONM More \ r \ opk who m accuslomcd to spend a certain 
amount on food will buj inori •umnal (oodslufTs when tlicj gel 
their usu I supplies of bread and other aegetabk foods it lowxf 
cost H lui a cominraVi'ily smdl shift from cereals to dairy 
ftrniiig might kaai been suflicicnt almost to restore cereal 
pnn to tin ol 1 relation to other prices without rendering dairy 
f mimg miprofilahk U may be however, that profit ible food 
pritis louW liavt bun obtained onK by a iiduclion m total 
agricultural production brought about {>ossihl> b> the tnns- 
ftrvnc*. of part of the firming popiildion to manufacturing 
industries Vs the iconomic ilcpression made such transfers 
and shifts almost imivossihk and a> it further restricted the 
dtmand for certain foodstuffs i seven, drop in food prices 


wav la Miablc 

This simultaneous decliiu m the prices i f raw materials and 
imp rl mt crude foodstuffs could not but maki. the situation of 
countries largely dependent on tlu production and tin. isport 
of such conunoiitics wry difficult Tlic value of tluir exports, 
which had been fairly wvll maintained up to the aulvium of 
1920 was suh)ccl to a sudden and heavy Tvduttion as evplniuvd 
m rhapier N D 

Such a sudden disturbance of international economic rilalions 
ineviUblv extreist J a profound influence on conditions else 
wh a Lnfortuintely a disturbance of another kind tended 
to halt V ri much the som effect and tlie combined lofluonei 
of tlu two proiid disastrous Hus sicond disturbing factor was 
the sudden change m inicnialionat capital movements The 
world ha I adjusted itself to a continuous and on the whole 
a fairly steady movement of capital from certain wealthy coun 
tnes to < Ihm in Europe and elsewhere Both th si groups of 
comitnes had developed Ihur production in accordance with the 
conditions of demand which resulted from this flow of capital 
In some of the barrov\in„ countries the inflow of foreign capital 
had been parlicularlv large in 1927 and 192S and had led to 
a boom in construction and other branches of economic activity 
By the end of 192S and m the tirsl nine months of 1929 this 
situation was radically changed as a result of the Amencan 

baom. Fra cc also restnclcd her net exports of capital and total 
international capital movements dcclintd subslaiUiallv For a 
mie however debtor couhtnes were able to make use of 
ahrfnrf ® floating asseU which they had accumulated 

balances were at first reJiUveJy btUc 
msturheu Hie situation changed in the aulunm of 1929 and 
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still more in the beginning of 1930, when the American export 
of capital, after a temporary increase, again fell off. There seems 
to have been no increase in French lending, and the state of 
the balance of payments of the United Kingdom compelled a 
reduction in British lending abroad ; thus, the net total inter- 
national movement of capital dropped to only a fraction of 
its normal proportions from the spring of 1930 onwards. 

About the same time the full effects of the drop in the prices 
of primary products on the trade balance of several important 
borrowing countries which were large producers of raw materials 
and crude-food products made themselves felt. The pressure 
on the balance of payments of these countries consequently 
became intense. A severe credit reduction became necessarj’- 
and the value of imports declined. Further, the investment 
activity in these countries, so largely dependent on an inflow 
of foreign capital, fell to very sm^I proportions. Lai'gely as a 
result of these conditions, considerable quantities of staple 
commodities were thrown upon the market, thus intensifjdng 
the drop in their prices. 

But it was only after the summer of 1930 that the full effects 
of these changes in international capital movements on the 
economic life of countries dependent on primary industries 
made themselves felt. This fact confirms tlie e.xperience that 
a brief interruption of long-term lending is not necessarily dan- 
gerous, as debtor countries can draw for a time upon reserves 
of foreign exchange and may be able to borrow on short term. 
A prolonged reduction of long-term lending, on the other hand, 
involves very serious consequences. History gives numerous 
examples of cases in which such changes in capital movements 
accompanied by a decline of export values have made it impos- 
sible for borrowing nations to keep tlicir foreign exchange 
rates* stable. Coimtries in which this happened recently were 
in most cases particularly sensitive owing to the existence of 
lai'ge foreign debts, involving a fixed charge in gold. Further, 
a lax financial policy during the boom period had in many 
cases seriously affected the State finances of these countries, 
as of many others. 

Largely as a result of economic and financial difficulties, 
conditions became unstable in a number of countries. The 
credit of such countries, in many cases already impaired by the 
decline in their export prices, further deteriorated. Confidence 
in their general stability was shaken : long-tenn borrowing was 
rendered almost impossible and short-term borrowing extremely 
difficult. 

The effect of these developments on the lending nations 
and other manufacturing countries was also serious. Their 
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txports of manufictures to the uapw\en4he<l counlnes dcpen* 
deal on pnman products declined hea\}l> and cmjdojTncnt 
m ihtir export industries IcM oil To some extent this lall 
in Ihcir export trade xxas due to the tnerensed duties and other 
mipedimcnts to Ihi import ol foodstuffs sxhich Uiex had them* 
selxes imposed fins policy, xtluch restneted the world market 
for these comniotiiUcs, tended to deprvss tiieir pnccs and thus 
to reduce the purchasing power of food-producing countries. 
The exports of manufacturing countries wtre naturally affected 
thenbx and owing to the losses invohed, Uie xolumc of saxings 
jnd both the ability and the willingness to lend abroad were 
reduced Under these conditions, Uxe chances of profit from 
new luxcslmcnt became smatl and the xolomc of new mvestment 
tended to decline sinking cbiractcristic of llus interaction 
of international economic rclalioas is thit it tended to reduce 


the laluc of investment m leading and borrowing countries 
alike \s will be farther explainer? in Uic next section, this 
has been one of the most important factors in dming down 
pnccs in the last two years 

Tt was of course not onlv the trade between these groups 
of countries tint was disturbed The change in the relative 
pnccs of pnmary products and manufactured commodities 
also invoivt^ a dislocation of the domestic trade between diiferenk 
groups of producers. Tlus was an important aspect of the suioiid 
year of depression practically everywhere .Vs shown above, 
the decline m the purchasing power of the farming population 
was relativch small in If^ , in 1930. however, the situation 
was fundamentally changed and m mo«t countrus monetary 
purchasing power was reduced to about two*thirds of what 
it had been in 192S According to an estimate by the Uiuted 
Stales DeparUnent of Agriculture, this happened also m the 
Uiuted States The total value of the crops, on the basis of 
prices ruling on December 1st, was SS.GOt) million m 1923 and 
million in 1929, and fell to 5G,300 million in 1930 
/MlhoVgh such figures do not give an exact nicasuro of the 
'** Purchasing powir of farmen., thev serve to show 
that ttieir ^ihtx tci buy commodities from oilier industries had 
been severeK curtailed 

Such a disturbance in the exchange of commodities bctwein 
oulireut poups of producers is. however, probablv nlher less 
^rious when these producers live in the same country, tlic 
Uistre^ IS less localised ami the credit mcchamsm less violently 
f doaiesuc exchange of commodities 

has been of great 
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The effects of reduced borrowings made themsels'cs felt 
also iu European borrowing countries, such as Germany, that 
export chiefly mamifactured commodities. But the strain on 
the balance of payments in .such cases has been less severe, 
up to 1931 at any rate, as the value of their exports has been 
much better maintained. Borrowing on short term, ultimately 
for the purpose of meeting the service of foreign debts, combined 
in many ca.scs with unemployment .'uid social and political 
unrest, led to a fnrtlier lo.ss of confidence abroad. Sliort-tenn 
borrowing became increasingly difficult, ami at critical times 
sudden withdrawals of foreign and domestic liquid funds took 
place. The drop in price.s, although it has affected e.xport values 
less than import value.s, has nevertheless aggravated the situation 
in these countries. 

The lack of confidence both wilhin and between the various 
countries is, to a very large extent, both an effect and a cause 
of the unfavourable economic conditions. That the primary 
explanation of tlie depression cannot be psychological may be 
seen, for instance, from the fact that in the United States and 
elsewhere both business conditions and international credit 
transactions were stimulated by the optimism prevailing in the 
first montlis of 1930. Pessimism returned only when funda- 
mental economic teiuleticies towards a deepening of the depres- 
sion made thenuselves felt. Pessimism has of course also been 
due to political and social difficulties, but even these are partly 
the result of the economic and financial disturbances. 

The existence of surplus capacity and instability iu manufac- 
turing industries and iu shipping has exercised an influence on 
the world economic situation similar to that exercised by the 
instability iu primary industries and in international financial 
relations. These factors have been partly responsible for the 
sudden curtailment of new investments, after the beginning of 
the depression, and the low level at which investment has since 
remained : they have thus tended to aggravate the depression. 
It is not improbable, however, that the extraordinary severity 
of the present depression is to a larger extent due to the factors 
mentioned above than to the maladjustments in manufacturing 
industries which were described in Chapter II. 

Another factor which has also tended to keep down invest- 
ment activity is the general feeling of uncertainty created by 
the rise of import duties. In Europe, contrary to a common 
impression, duties on manufactures have been kept on the whole 
relatively stable, although the real weight of specific duties 
has grown as prices have declined ; but in important non-Euro- 
pean countries increases iu tariffs on such goods have been both 
large and numerous. The lack of balance in international price 



ra-iUons lus ^lso crcAt «l dimrullits »n certaui couutnfS — for 
insLuiro Gmt Btitoin In th«. Ijiutcd Slates the >Mdc use of 
lixsUhnuU saiiii during the boom lias [irobnblv bad some 
depn^i ij, ft cl on sales of expeusise and iliirable goods ifl the 

lisltw \ -iri I OH lilJonsni liidnnnlClimahaNe dbOiagentral 

n-acUd unfa\ uriblv oti the «orld economic posUion It is not 
neecss P, h \\c\er to mention once ngativ these sanous factors, 
«liich b IV lutn ixoimncd m Chapters II ami \ llie wn^ la 
win h this hise nfficled tlu presint dtpressioii is clear enough 
lube U; < Ihcr f icton diseusstd m this cUiptir (Ivtv hast strscu 
to 2ntcnsil> a bu<oiit vvc'ck recession ^hich s\i utd has e occurred 
in ativ c is<? altlwiigh it would oliunvise leive been less 
vrorldttidt lu chararltr and might Inst been diiiflv confmed 
to the I nilcd Stales and some other coualrits m which the 
„round Inti been prcjnttd bs a boom 


13 >loNCTARs FAcrons a-so -nib Dtctisc or me Wholesale 
PniCBLi7.u. Wifl-ioai 

Stale of Uie CapUal MarMs 

Id the analj'sis of Uic character of the depression m Iho 
pruedmg section one osinct of the probioa has been left out 
of account \ change m the distribution of purchasavq power 
as between borrowing 'iiid lutdmg luUons or countriLs producing 
primary goo Is and manuf ictunng countries does not necessarily 
lead to a fall m the general wholesale price IlmIs oI commodities , 
nor docs partial over production as a ml lead to a geiural 
decline of price levils If the purchasing power of one country 
is reluced and its demaad fall^ off other countries wdf have 
more purchasing jKiwer and their dcmind may nw. U too 
inueb of one coiuniodily is produu.d its price will of course 
drop but as less luonis is then used to buy Uus conitiiodily 
more money u avaitahle for the purchase of olher commodities 
ind their prices will Vend to rise That this happens in ininj 
Mses IS amply proved by experience f*or instance in the 
lust two decades before the war npid terhmeat progress and 
™=dad)iulments occurrul m mans fields with Uic result 
that the prices of n large nuiiiber of coinniodijjc'. were fallmij , 
the general price level was nevertheless rising Indeed if Oie 
oiu oI used purchasing power * m terms of money remains 
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constant, the price leveP can drop only in proportion to an 
increase in the total supply of ail commodities and services. 
A fail in price beyond this point is dependent on a reduction 
in total purchasing power used. Such a reduction often accom- 
panies severe maladjustments of a structural or business cycle 
character. It must therefore be ascertained under what condi- 
tions this reduction occurs and under what conditions purchasing 
power is maintained and used — in other words, what is the 
relation between the maladjustments in industry and trade 
and the lack of balance in the monetary system which lakes 
tlie form of a decline in the total of used purchasing power and 
a drop in commodity prices. 

The turn of the business cycle, for whatever reasons it was 
caused, brought a reduction in the volume of investment in 
manufacturing countries. In borrowing countries, the fall 
in the influx of capital had already led to a restriction of invest- 
ments. Further, when the stock exchanges had broken, share- 
holders lost money and manif of them were forced to use a part 
of their incomes to cover these losses. The reduced value of 
shares for use as collateral served to restrict the volume of new 
loans ; loans in the United States on securities by persons or 
institutions other than banks fell off substantially. Thus the 
contraction of the volume of credit, although it did not at first 
take the form of reduced bank credit, involved a contraction of 
purchasing power and the wholesale price level tended to fall. 

When the conditions of the capital market are balanced, 
the. circulating capital which is made available in the process 
of production (for instance, amounts written off for depreciation 
of fixed assets) is again invested in production. In addition, 

' that part of net income wlrich is saved — i. e., Avhich is not 
used to purchase consumers’ goods — goes to buy producers’ 
goods : in other words, is used for real investment. Whenever 
total investment is too small — whenever the whole of available 
circulating capital and new savings are* not used for actual 
investment — the total demand for commodities must necessarily 
fall short of the total value of output at previous prices and the 
wholesale price level tends to drop. 

Once the sharp decline of prices set in, such tendencies 
were aggravated by a “ buyers' strike ". Business-men decided 
to postpone purchases until a later date, with the result that 
available money was not used but temporai’ily kept on deposit. 
The balance bet\\"een savings and investment in the capital 
market was also disturbed by the fact that falling prices and a 


* The price level is here assumed to he measured by an index, number where 
the weiglits correspond to the quautiUcs produced. 
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naUsalion of the cxisUncc ol profouud mahcljusUntiils nn»lc 
the prospects for ni,\\ fi\i.d in\csliiKnls lU nnn> casts un 
promising Thus the tlcnnud for capital " >s sUU further 
rtUuctd tin. dupitssion procttdul the txisUnct of suri»*us 
capa tv which had been concealed by the previous boom 
faitam evident in tuanv mdustnes and the demand for fi/rthor 
I n vti u nts f 11 off rapi JK 

Thus a lack of balance bitwccn available circuhluig capital 
j f IS niw savings on the one hand and iiivtstnicnds on tht other 
caustl the wholesale pnct level to move domiwanls The 
rtduttnn m purchasing power was rvflecled not so much Jii a 
roiuction m note-circulatjon or volume of bank cniht which 
undcnvtnl onh sin ill changes, as in a riduttil vtlocily oI 
circulation 1 he i \arl manner iii which the nionctarv mechanism 
worked IS indeed of htllt const qmnet m tin. present eonneclion 
Wiat mailers is that the total purchasing power an 1 its use 
wav heavily reduced b> the factors menUontd above Gn-at 
caution should he used w 3 ud(,mg tlic siLmhcancc of the small 
changes ii\ the total volume of loans ano investment by banks 
\t certain times credit transactions outside the banks play a 
large role Furllier bank cr<^il may be used for other purposes 
than the purchase of commodibes and services — t <} securities 
It IS only the purchasing power usvd for the former purpose 
which has a direct lafluciice on tlic pnci level' ritirdly as 
already indicated the veJocit) ot circulation may vao 
IS also iinporLant Uiat once the diprcssion had started a 
considerable part of the outstanding bank advances became 
frozen, and m many cases banks financed new losses sustained 
by their clients in order to prevent them from becouuHj, bankrupt 
It 13 quite possible that credits used for this purpose mav have 
had no inlluence on the demand for conunodili».s and thus have 
cxercucd no check on the fall in prices 

As demand for capital declined interest rates natural/v 
fell considcribly (see Chapter VC above) Reductions m discount 
rales were accompanied by reductions m the open market rates. 
However this clicapcning of ere hi failed to stiiiiiilatc demand 
to any considerable txleut 

It w lU be observ ed that the decline m long term money 
rales which are of fundamental uuporlance for li\ed investment 
w^s comparativ ely slow and uisigm&cant m cxtinl From the 
tlurd quarter of 1029 to the last quarter of 1930 they onlv 
fell by ^out a third of 1 per cent in the Imiled States and the 
United l^gdoiii by less than half of I per cent m Swilzcrl-md 
but by almost 1 per cent in R-mce One reason why the dx Jme 
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was so small is pi-obably that investors had for many years 
been used to cousiiknably higher returns oil their capital than 
before, the war and had como to regard this high level as ualiiral 
and normal. lienee they were aver.se from aceepliag a lower 
yield and preferred lo keep their luoiiey on .short term in expec- 
tation of some more promising future opening, fu the second 
place, the depro.s.sion itself and the uncertain political conditions 
in a number of countries created a widespread feeling of pessimism. 
Money which would ordinarily have been invested directly in 
industry -- e.j/., through the purchases of shares or bonds — 
%s'as left on deposit. It is true that tlie total volume of deposits 
was in mo.st countries changed very litlie, hut there was a relative 
increase in time deposits in commercial lianks in most countries. 
Thus, demand deposits whicli serve as circulating media were 
reduced as tlie volume of trading and the price level declined. 

The unwllHiiguess of many capitalists lo lend their money 
for invest meut.s at existing interest rates was of coiir.se also 
due lo their feeling Lliat conditions were insecure and rhsks 
great. A similar attitude on the part of entrepreneurs made 
them unwilling lo borrow at existing rates for new investments. 
Thus investment ilcclined. 

Conditions of course varied widely from country to country. 
In some there had been a very great ovcr-exiiansion during the 
boom period and the surplus capacity in certain industries was 
considerable. In others boom conditions had .scarcely been 
experienced and an ellective large investment demand — e.g., 
for elecLrificaLion and building — still existed when Uie depression 
had started. In such countries, demand for capital for new 
investment was naturally better maintained than in those in 
which considerahie surplus capacity existed, purchasing power 
contracted far less and the depression was less severe. 

The demand for capital for real investment is of course 
always subject to a considerable reduction when a business 
recession has started. But certain forms of investment have 
in some cases continued — e.g., road building, construction and 
electrification. Unfortunately, during the preceding years, the 
developments on these lines had been so great in a number of 
countries such, for instance, as tlie United Stales, that the 
potential demand, once the depression had started, was relatively 
small. In other countries, the reduction of long-term borrowing 
abroad brought about a sudden contraction of new investment 
in these branches. The consequent rapid reduction of total 
investment is one factor which seems to be partly responsible 
for the disequilibrium on the capital market and the heavy 
decline in prices as well as for the failure of any tendency to 
increased investment Lo appear in 1931. 
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In order to c)jec5v Uie declute in Ihe volume ol credit and 
bnUr* down tlie long term intcicst rntt^i Cuitral Banks did not 
confmc tlicnistJves to reducing discount rales Certain ol them 
and many commercial banks invested dirccll> in bomls, thus 
pulling money at the disposal of business and easing the money 
markets Trom October 1929 to March 1930, tlie rcderal Resen e 
Banks mcieascd tlicir holdings of United States securities by 
S38G million Vfter the latter dale, the inci ease was, however, 
rehtivciv utinnporlant 

Tlie demand of borrowang countries for foreign capital was 
to a greater or lesser evtent prevented from making itself felt 
on the capital markets of lending countries Tlius, to the 
reduction of the domestic demand for capital m the latter vvas 
added a reduction m the use of capital abroad The result was 
that the dtsequihhnum of the capital markets was further accca- 
tuateil and the decline m prices was a^nvated 

One other aspect of mternatioinl finance should be mentioned 
m this conneetjon Just as within individual countries the 
preference for keeping money m a liquid form — eg , bank 
deposits — instead ol investing it has had a deflationary clltct, 
so the growing tendency Vo keep large liquid claims on the 
leading monc> markets has strengthened the tendencies to a 
drop m prices Tins remains true even though a policy aimed 
at inert astng ^old reserves insUnd might have had simihr or 
evtn worse clfccts 


Ihc fundamental causes then which have brought about the 
deelinc of the wholesale price level arc obviously those which 
tiiadc for general mvtabihly and for sudden and considerable 
changes 111 the volmiit of investment mtenuUonal capitil 
movement the cvehange between manufacturing countries and 
other countnes etc It was their effects which upset the cquih- 
bnum On Uie capital market* nic monetary s>stcm has proved 
unable to adjust itself to these changes and to maintain balance 
tUrough suQicient reducUons m mtercst rales the purchases of 
unds by central banks itc This is no new development A 
uusiTiess recession ahvavs brings some disturbance of the balance, 
out it ti is been exlrcmUy severe on this occasion owing to seventy 
n ^ In so far as these phenomena Jay 

1 , 1 -,, *1 mui’ctary system the causes ol the pritt deebne 
L*?® moncLarv factors On Uie oilier 

larv Vicinf. greater IlcxibiUly in the mom. 

y jslcin could have kept the disequilibrium on the capital 


IV V tor ihe (.,» wh NbHo .al Econo i Ic LouticU Uv 

ihtkt t\cnu It yven* * ** '*'*’** IWlJ a dilfcrcnt interprotnOoa ol 
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market within narrow proportions and thus mitigated the 
decline of the price level. This, however, is a question on 
which competent authorities disagree. 

The issue round Avhich discussion has centred is to a large 
extent not whether the drop in prices is due to monetary and 
credit factors or production and trade factors, but to what 
extent the former could have been adjusted to the changes in 
the latter. ; 

Gold Movements and Their Influence on Credit Policy. 

There has been much discussion whether, and to what extent, 
the failure of the banking system to stimulate investment 
through more liberal credit policy was due to an insufficient gold 
supply or to a maldistribution of gold as between the different 
countries. 

In Chapter II E it was pointed out that, in 1928, the surplus 
of gold over and above legal requirements was considerable, but 
that the larger part of that gold was to be found in the United 
States. In 1929, both France and the 'United States, under 
the negative influence of reduced net export of capital, continued 
to import large sums of gold, as seen from the following table. 
In the United States, the tendency was interrupted in Octo- 
ber and November, but early in 1930 a new period of gold 
imports began. 


Table I. — Net Movements of Gold in Certain Countries.^ 
Gold net imports (+) or net exports ( — ) balance 
$ (000,000’s) 


Year 

and quarter 




1 Gcr- 
i many 

.‘\rgen- 
1 line 

Brazil j 

Aus- 

tralia 

Japan 

1929 I . 

+ 98 

— 7 

+ 2 

+ 

3 

— 21 

+ 2 

— 6 


II . 

+ 77 

+ 17 

+ 132 


212 

— 58 


— 1 

— 

Ill . 

+ 71 

—143 

+ 92 

+ 

84 

— 29 

+ 1: 

— 12 

— 

IV . 


+ 59 

+111 

+ 

20 

— 60 

— 1 

— 37 

— 

1930 I . 


+ 56 

+ 38 


57 

— 1 

— 24 

— 71 

— 88 

II . 

ialm 

+ 5 

+ 42; 

"r 

32 

— : 

— 37 

— 14 

— 23 

Ill . 

— 37 

— 11 

+ 156! 


5 

— 1 

^ 25 

— 30 

— 12 

IV- . 

+ 94 

— 27 

+224 

— 

84 

— 23 

■ 

2 

— 26 


‘ Source : Memorandum on Inlernalional Trade- and Balances of Payments, 
1927-1&29, Vo'l. II. 
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The Trench import of RoW continued with only i brief inter 
luption lu tlu spring of 1930 Irom Ihi, Uaitid Kuigdom on 
the other hand where copital cvrarts wcie inaintaiticd at a 
In^h figure lirge quantities of gold left in the middle of 1929 
Belwcoi October 1929 and \pril 1930 there was howeser, a 


ml inflow of gold 

1.h hrg-. German bonowings during the jears 1926 1928 
w TL ac miipiukd by gold imports culmmiluig m tlm second 
h If of 1928 with lilt withdraw il of funds raised in the first 
I J( Near \ Icmponrj weakness of the Reichsmark accom 
^ amtd bj heavv gold exports occurred m April 1929, when the 
siiteess of tin. rijiar ilion negotiations was uidangtred and again 
m the aiiUuiin of 1930 asa lesullof lulcnial political complications 
Ixeept in these monlhs the Uuclmmik exchange was steady 
ami >ol 1 tntticd tin. cinmtrv 

Olhti boirtwing tountrns m Vurope Imc not lecortlul large 
gol I niON eui nts \ number of such countries m other continents 
1 11 the othoi luiiid wtrt eompclkd to export gold in some casts 
to such ail extent that llnir gold lestixcs wtre gicatly depleted 
Ststril ha\t as already menliout I gone oil Ihv gold standard 
Ihe krgcnluic gold imi^ru alter tho restoration of llio gold 
siandaul in Uic autumn of 1927 came to an end m tin. middle 
of 1928 when the gold peso went to \ discount Iho disiount 
rose m 1929 and liuaw gold exports look place Willi the 
closing of the Conxersion OtTlcc m December gold exports 
wen discontuiui I and the eimcncy depreciated Tile Iluc- 
tiulions of the nulrcis exchange lia\e roughlj coricsponded 
with thow, of the peso but there w »s no considerable outward 
moN cniciit of gold from Brazil until 1930 Tlie Brazilian curreiicj. 
It should be remembered has not hu,n on a true gold bisis 
during any part of tlic period under review kustrilia went 
off the clIecUNO gold standard early m I 930 In Japan the 
ctubatgo on gold exports was lifted in January 1930 Heavy 
gold exports mumdiatclv took place and contnimd duuug the 
greater part of the year while the jen iico\ered stcadiK m 
increase m the gold stock of the Bank of Luglami 
in 1930 came laigtly from, these countries whieii had to gne 
up the gold standard or a policy of stable foreign exchange 
\a 1 result of these inoNements the gold in excess of lc-,ul 
riquinmcnts was still more concentrated to the United States 
ami 1 ranee Tlio position m the summer of 1931 is seen m Urn 
loUowiiig table 
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Table II, — Surplus ^ Gold in Certain Countries. 
(In millions ofgdo liars.) 



June 1930 

June 1931 

Argentine 

.... 65 


Australia 

.... 71 


France 

.... 520 

831 

Germany 

.... 292 

34 

Spain 

.... 1-16 

57 

United Kingdom 

.... 269 

336 

U. S. A 

.... 1,967 

2,245 


Total 3,330 


These changes in the distribution are of course the outcome 
of the changes in the balance of payments, themselves largely 
due to the contraction of capital movements and the inelasticity 
of the demand for a number of the crude products of agricultural 
and raw-material-exporting countries, which prevented the 
quantity of their goods purchased from increasing as prices 
fell. The consequent gold movements have necessarily limited 
the freedom of action of all Central Banks possessing little gold 
in excess of minimum requirements. A more liberal credit 
policy than that which has been actually pursued by Central 
Banks with little excess gold Avould have been possible only if 
the balances of pajmients in their countries had been in a different 
position — e.g., if other countries had been able to increase their 
net capital exports or to let in more conmiodities from abroad. 
The gold situation and the limits it has imposed on credit policy 
is only an expression of the fundamental factors which govern 
the balances of pa^Tuents. It may be added, however, that, 
in the opinion of some writers, had the available supplies of 
gold been larger than was actually the case, the influence of 
stx-ains on the balances of payments and consequent gold 
movements in the last two years might have been attenuated. 

In this connection, the following passage from the second 
intcrun report of the Gold Delegation of the Financial Committee 
of the League of Nations is of special interest 

‘ . . . “ There is a growdng risk of disturbance by fluctua- 
tions in the invisible items of the balance of international 
payments, while the inelasticity of the visible trade is increased, 
not only by barriers of one kind or another impeding the 


‘ The term surplus, is here used in the same .spccml sense as in Chapter II 
— i.e,, the surplus over tlie absolute legal minimum required. In fact of course 
some surplus must always be mnint.'iincd. 



iul*.m itional c\rhirij,v of (,ohIs mt! scmccs but b> 
tin. imlisliLits o{ \<iRcs riiert. Jn< Urns bi.cn t Icnatiicv 
III rrctiU viars for goid inoNtmcuU to bt causctl nlhcr b> 
siuU miMiiunts ol lumh thnn b\ noniial clnu{,u m Uk 
\ olunH f iMorls and imports t.apital c.m oiiK be Irans- 
fcnt 1 in till (onn of ^oods or f,oia or claims lo cvisling 
wiiilii iiid \slicit capital transfers arc, irndt »ilb sueb 
npidiU as lo illow msullicjfnl time for Uitir iilUmilc iITi.fl 
on llu \<Uunc of Ibc uniwrts or exports of },onils to make* 
itsilf (lit a di'-cqinlibrmm of the tolai b danci of pijnicnls 
IS liktl> to Ik c luscti whirl) will yse nst. lo gold m(»% ciutnts 
WTnt IS ticussars for the normal utrking of tin. gold standard 
IS 111 it then, slionld bt a sinoolh flow from countrj lo coimlrv 
alike of goods sei*\icis and securities Oid\ then uni short 
tenn cap lal perform its j rop r function of jUowing teniporarj 
accomiiiod ilion m such a was as to ftssiii aiuf not occasion 
gold transfers 

llif suisiUsuicss ol liquid opilal bossesir has biui 
dut not so much lo Us magnitude as lo the iiiisUiblo cconomie 
and poUlicai conditions to which we made allusion m our 
introduclor> remarks Tlicrc has been an mevdablc flight 
of capital from countries in which curnncics hast ban 
inflated and a reinlnalion after stabilisation was aelviesed 
Capital has mosed on iciount of ]>olilic.a) uneasiness from 
those parts of the world whins the iicid for it was greatest 
to coutUries where there was al e-tdj in excess of funds 
It has been attrji ted not siinph b^ the real needs of business, 
but by chance of quick profits from block Cxclimge specu- 
lation SiiiiullaneousU the normal flow of goods lus been 
impeded b> sudden changes in Customs lands by the impo- 
sition of prohibitions and b> the innumerable measures 
wbicii Goeemmcnls (or industrial combines) li)\e taken to 
shelter domestic markets against external compctiUon 


U 05 Wiffp a Secular Dowmoat ( Trend «/ Prices afUr the W iir ? 

The sequence of c\<»iU described above has been v iriously 
mterpreled Certain well known economists believe Uiat the 
drop la wholesale prices in the course of Iho last two years ins 
nccomeso violent partly because UiD tciideiicv towards a docbmng 
price level which always characterises n bnsuitss depression 
nas Ueen strengthened by ) loi^ downward trend of prices 
in tlieir opinion the world has since the war, been on Uie down 
Uvnd of the same kind as that winch 
lasted from the middle ol the Tdlics lo the middlo of the nineties 
m the last century 
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From about 1875 to 1895 there was an almost unbroken 
downward trend which had been preceded by and was followed 
by an equally pronounced upward swing. The existence of 
such long-wave movements of prices is of course beyond discussion, 
although authorities disagree as to their causes. The most 
common explanation of the fluctuations wliich took place between 
the middle of last century and 1913 is that they were related to 
changes in gold supply and the influence of those changes on 
the volume of credit. 

The decline of the wholesale price level from 1920 to 1931- 
has been even gi'eater than that towards the end of last century. 
However, the fact that prices have now reached a much lower 
level than eleven years ago does not prove that there has been 
a downward trend as the result of factors at work during the 
whole period. The price level may have dropped for different 
reasons immediately after the war and during the present 
depression, while none of the factors then at work were operative 
in the intermediate period. If that is the case, then the account 
giveir above of the causes of the price movement in the last two 
years need not be supplemented by reference to forces making 
for a long-time downward trend. 

Owing to the complexity of the influences at work, it is 
indeed difficult to prove that the actual course of prices during 
the years 1920-1922 was determined by forces other than those 
which natui'ally arose from the liquidation of war economy and of 
immediate post-war extravagances. During the seven following 
years there was, as already described, only a very small decline in 
prices, which reflected the rapidly rising productivity of industry. 
Though technical progress continued after 1929, it can obviously 
not have been a large factor in the much greater and more rapid 
drop in prices during the present depression. Thus it is difficult 
to isolate forces working during the whole post-war period and 
causing a long downward price wave, forces which could partly 
explain the development of the last two years. 

Certain economists lean towards the view that the failure of 
prices to rise during the boom is responsible for a part of the 
present decline. In other words, had prices been on a higher 
level in 1928, it is argued that they would not have come down 
to quite so low in 1931. On the other hand, it must not be 
overlooked that a rise in prices up to the summer of 1929 might 
have greatly intensified the business boom, and have set up 
such severe maladjustments in industry, particularly wth regard 
to new investment, that the following depression would have 
been even more serious. Thus, the tendency towards falling 
prices might have been strengthened and prices might have 
declined even lower than they have actually done. 
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lorcis of quit unusual \ ower 
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It IS important 1 1 hear m mmd tint dilliruil paru 
sinaheiuntk mas he as sanousl) “"ethd as diltcmnl co 
rondilioas n .^riruiUird distncls diHer '“It'-''''' , Jjne 

111 Iiniiurailuriuq repons ni the "“'‘‘S,,,™ he„ lor 

nianiitaetiirniR dislncts are iniieli harder hit than oincra ^ 

I satiele I reasons Tor msUlicc Uie indiislrics in iw 
Enqlmd and Vothiid eslneti are '"“te, ‘‘'I’""' ™^„XsWes in 
markets hove sullered iiiueli more Ihaii "'e mduslr es 
soulhim r.goiid which w.tk Uttelv lor the home ^ 
The cMstencc o! iin|iorUnt dilletiiiees ol this kind with n t"^ 
mdiMdual countries v nsidead Miould le Upt lu mnui 
folloviinj discussion , .. ,!,» 

It Is uiiforliimttU iDipossibl to nnusurc dircctij 
reUliss seN*.nt\ ot tlu «l pr«.v>ion ni various counlnes 
mslaiicc Us fi^uits for the pcrcciita^s rtducliou ,V „ nnW 

income — is dirut data of ilus kind arc not in iilablc It 
Dossilile to draw somewhat IciiUUsc conclusions from inion 

4 ~ ee.,..el..aee cwv.liieelann Ir-sein nnie. c »1 laiMlinl nVHIPIlt. CtC 


tendtuc) Hns phenomenon has also been observed m m 
period uudor coiisukrilion lu countries which enjoved 
pronounced boom m 1928 and 1929 a rcliUvcly severe siuiap 
ii IS sinrc been c\perienced The nnladjuslmcnls bd.t up 
tlio ytars of rapid expansion have been moix. scxious than 
elsewhere and have called lor subsequent liquitlaUon anu 
'idaplalion of a more piofouiid character Ilus is certauiiy 
one reason why the slump m Uie Lnitcd blalcs has been so rapid 
and severe It is posmble that the development in Germany 
from tlic re-or(,amsalJoa of the currency in 1921 up to the cml 
of 1927 which wns charact nsed b\ rising wages md retail 
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prices and by a rapid rationalisation and increase of pi-oductive 
capacity in manufacturing industries, also produced a lack 
of balance -which called for subsequent adjustment, although 
the liquidation period was somewhat delayed by the good 
business conditions abroad in 1928 and the first half of 1929. 
On the other hand in Great Britain and many other countries, 
the absence of real boom tendencies duruig the last years before 
the depression partly explain why the percentage reduction in 
industrial activity and in consumption has been comparatively 
slight. It should be observed, however, that a small reduction 
under such circumstances may involve a depression as severe 
as in another country, in which the reduction from an excep- 
tionally high boom level has been much greater. 

The character of the basic industries of a country largely 
determines the nature of the depression in that country. 
Industries producing primary products, either crude foodstuffs 
or industrial raw materials, have been specially hard liit and, 
hence, countries in which they play a large role have suffered 
more than others. Abundant evidence has been given above 
to show that they have been far more seriously affected than 
manufacturing countries. It is true that the majority of the 
latter have much more unemployment, but for several reasons 
it is impossible to judge the relative severity of the depression 
in different countries from unemployment figures, even if they 
were much more complete and reliable than thej’ arc. 

For instance, in two countries Avhich have suffered a similar 
reduction in the demand for their manufactured products, 
unemployment may be very different if the mobility of labour 
is greater in one than in the other. In some countries, for 
instance Japan and certain South-Eastern European countries, 
unemployed industrial workers have to a laige extent returned 
to the farms and, although their addition to the output of 
agricultural products is probably small, they do not appear 
in the unemployment statistics. Secondly, a reduction of 
farm incomes to half the previous level, which has taken place 
in some cereal-exporting countries, is more serious than an 
increase of ten to twenty per cent in the unemployment among 
w'orkerS' in manufacturing industries, even though from a 
sociological point of view' the existence of widespread unem- 
ployment is one of the most tragic aspects of the present situation. 
It w'ould indeed be a serious mistake to treat the present 
depression as only, or even principally, an unemployment 
crisis. 

The terms on which countries producing primary products 
and manufacturing nations exchange their products have, as 
shown above, moved very much to the advantage of the latter. 
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^-rust™ and — 
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eUclncal equipment pulp and i^p^r “ j PruJ 

ammaWxporlmg countries, such as cured 

State and New Zealand ha\c been ONVinr to the 

position at all events up to the beginning of 1931. owin^ i 
fact that uutil that time the dcclme m the P 

of amnnl foodstuHs was no greater tlian that of mane 

°‘icn.e cconom,..s attach gr^t “ “S'.tnSch 

o! a third tt-pc It is nataral lhc> argue that 
n balance hetneen the digercnt indnslncs c-Msta - lor 
between agncuUure and manufactures — j 
belter than others the disturbing XuSful 

In so ccnenl a form Uie validitv of this , 

It IS ^iTicult to see how one relationship between the 
industries should be more nalunl or ensure S^^er stabiut) 
than another ObMouslj howevir coualncs 
on one or a small number of industries suffer to an «cepu 
dcTee if their industry or industries happen to be Ui'-e^ S 
depressed Such has been the case of a gruit number of 
m Lalui \nienca and Xfnea On the other hand, «>nctitio^ 
ha\e been favourable m certain countries v\ilh specialised inuus^ 
tries which have been rcSativclj little affected The 
of European Slates have a varied economic life. Such countn® 
have reached a degrvc of sclt*sulficiencj as a result of ''1^ 
disturbances m the outside world, acting on Uicir foreign trade 
affect them relaUvelv little. During the present dcpre’^ion 
the prices of conuuodltics entering into international trade haw 
in general fallen considerably more than have those of 6°°^" 
pitSuced for the home market onlj Hence countries for whicn 
foreign trade is of great importance, such as Great Bntam ana 
most extra European countries with a specialised Ijli® 
indusliy fell the effects ol the slump more quickly and more 
aculclj than most others. ForJapaii, the sale of silk to the United 



States is of very great importance. As a result of the huge 
growth in consumption in the latter country during the last 
decade, the output in Japan was doubled and was expanding 
rapidly when the depression suddenly cut down the American 
demand. As the Japanese farmere could not readily reduce 
their output, prices dropped very low with grave consequences 
for the whole economy of the country. On the other hand, 
France, for instance, where foreign trade plays a relalivel 3 ’’ 
small role, has long beeix very little affected by the disturbances 
in economic conditions elsewhere. 

The following table shows the percentage reductions of 
the value of exports in 1930 compared with 1929 in the ten 
countries in which the greatest reduction has been recorded. ^ 
They are all countries which have suffered severely from the 
depression, to a large extent certainly as a result of the fall 
in the foreign demand for their export goods. On the other 
hand, most of the countries which have reduced their export 
values by only 10-15 per cent have fared relatively well. 

Table III. — Percentage Reduction of the Value of Export Trade 
in Certain Countries. - 
(from 1929 to 1930.) 


Country Fall in % ’ 

Chile 3 —42.1 

Egypt — 38.5 

Argentine — 35.6 

Japan — 31.9 

Union of South Africa — 30.7 

Brazil * — 30.6 

British ifalaya ^ — 28.9 

U. S. A — 26.7 

Australia-* — 26.3 

Canada — 25.1 


the original disturbances have come from outside. In the United 
States, where the disturbing cause — a violent' boom followed 


by a recession — was to be found within the country, the crisis 


’ Figures for 1930 for a number of small countries, many of which havesuflered 
acutely, are not yet available. Were statistics available for all countries, the 
composition of lliis table miglit be slightly altered. 

= Source ; League of Nations : Memorandum on Iniernalional Trade and Balances 
ot Patjinenis, 1927-1929, Vol. III., page 9. 

» Excluding ships’ stores. 

‘ General trade. 
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eftcct of a rsduced toreign demand for Vnicncan goods rclam ) 
sli,lit Ofiourse m tin same ms ''ll 'fSmtncs 
of the \racrican market to the majonly of Iht. other countnn 
Ici ded to protect thci.c coiuitnesfrom Ihe ciTecls of 
in the I niU I States These effects liave hov.e\Lr uniortunai 
been Rlt through other clnnnt.N thin tmde m commodiias 
namcl\ through linancul ficlors , , i - most 

It !•> notice'ibk Ihit nmongsl Hit countries wlucli na%e n 
succ ssIulK resisted tlie repercussions of tht 
stnall group of loss tariff couutru s m Curopt — Btlgium Hoii 
and tscanduiaMnn couulr 's \\ho«e donicslic markets 
the lc^st sh Here 1 against th sarving forcts of iiiUniatio 


comp iiiiun , 

01 gr nt import inci for Hie position of each individual counrj 

has udtiiralK bt n the situation of its chief customers 

silling largeK to others vihich have been scnouel> affected Jn 

tended lo suffer whil Huse whose customers have cnjoji^u 

favourable conditions haveiu general bevnablebeltertoniiuniai 

their ccon mic aclivitv It has bem shown m the last chapt“ 
tint manufactuTinc caunints which sell largelv in the Europe 
markets have on the whole resisted biller than those exporting 
chicflv to other conlin nts 

Inthisconmction it mav be mentioned that the tariff increases 
which have octunrl in recent veaix and which have been 
espccullv imi ortaiit in the casi of c reals m Europe nnd manu 
lartur dgoodsiiiNorth \menc» hav c exercised a very profoun ' 
mflucncc on th exports of cirUin couiilnes 

V somewhat different question imv now be considered 
As alreadj discnbed in some ditail borrowing countnes bavc 
b vn advcrselv aff cted bv the reduction of uUcrnational capd'’| 
inovinients Hi n tensl level m these countries has beiii iuO"-“ 
upwards or a dcchning Icndencv countiracled and a suddiu 
rLSlriclioii of m\<stment acliMlii.s hts been necissarv hi 
capit d-e\] ortinj, countnes on the other hand Hie decline m 
rat s of 11 tcresl has been mlensirt d It is a spi cial featuru 
of H is development that Hie balance of pavanents ol Hie former 
counln s Ins tended m a negative direction and that cridit 
rislnctions have Ihcixfore been noccssarv In some of the 
Kuding countnes on Ha other hanl the balanct of jiaymcnls 
his tin Jed in a positive diriclion and consequcntK.thc reserves 
of foreign exchangi an 1 gold have grown thus counteracting 
lend ncy towards a deebm. m the volmm. of credit On the 
whole i lend nev towards a iwsilive balance of pavmcnts during 
times of depression favourable to the country concermd 
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allhough the extent to ^Yhich it affects credit conditions in the 
wayjusl indicated depends on the domestic credit policy pursued. 

Such a tendency towards a positive balance may' of course 
be caused by circumstances other than a reduction' of lending 
abroad. The existence of relatively low price and wage levels 
in terms of gold, for instance, after currency stabilisation, exei- 
cises- an influence in that direction until price conditions have 
become assimilated to those in other countries. Sucli has been 
the case in France and Belgium. It has already been pointed 
out Jibove that this is one ixxxson why the foreign exchange and 
gold resers-es of France have been growing. Secondly, a special 
expansion in the export industries just before the depression 
may tend to increase exports more than imports, as was the 
case ill the years 1927-1929 in Sweden, and this may exercise a 
similar influence on the foreign exchange reserves. Owing to 
the fact that the British price and wage levels in terms of gold 
have been relatively high, the position of Great Britain has been 
quite different. 

The existence of relatively low retail prices and wages has 
had a .stimulating effect on conditions in France and Belgium 
for yet another reason. The upward adjustment of those values 
has had a stimulating effect similar to that produced by a mild 
inflation. In such circumstances, the arrival of a depression may 
check the upward movemeut of price.s while these are still at 
a relatively low level compared with other countries and thus 
create favourable competitive coadilioiis. On the other hand, 
some recession must be expected when a credit expansion ceases, 
as was the case in Hungary towards 1929. This may have been 
an aggravating factor in the Hungarian situation. 

In certain countries tlic currency has depreciated con.siderably 
in value, and the reduction of the price level has thus been kept 
witliin more narrow limits than elsewhere. This no doubt has 
tended to mitigate the depression in Spain and perhaps in 
some countries outside Europe. On the other hand, monetary 
conditions of this sort have tended to reduce foreign confidence, to 
check the inflow of foreign capital and to exercise an unfavourable 
influence in certain other respects. 

Another factor is closely connected with the more or less 
intense business actiYuty prevailing during the years before the 
depression. In some countries the need of further investment 
in houses, roads, electrification, etc., was coinparativeh’- small 
when the depression arrived, as such investment had been very 
large in the preceding years. Such was the case, for instance, 
in the United States. In Germany also, capital investments in 
manufacturing industries up to 1928 had been considerable and 
capacitj'^ had been so much increased in almost all directions 



— 239 — 


about a rapid decline in the prices of foodstuffs : as typical 
examples may be mentioned Australia, the Argentine, Brazil, 
Canada, some Balkan countries and Hungary ; (3) countries 
producing raAV materials, where a similar price movement was 
called forth by the reduction in demand for raw materials which 
accompanied the downward turn of the business cycle, and 
perhaps also by certain tendencies towards ovei-production. 
Among such countries were Bolhda, British Malaya, Chile, 
Finland and Peru. Some countries might be placed under both 
the second and third headings. This is true, for instance, of 
Australia, India, the Central American countries and large 
parts of Africa, Asia, Oceania and South America. 

The reasons why the depression in these countries has become 
so severe has been touched upon in the present and preceding 
sections of this chapter. Other countries occupying a more 
secondary position were unable to withstand the forces at work, 
and were dragged into the depression one after another. Some 
of these, such as Great Britain and Japan, were peculiarly 
sensitive ; otliers, like France and Scandinavia, showed greater 
powers of resistance. Even in the latter group of countries, 
however, the crisis in the summer of 1931 was severe. 

Uniformity in business conditions such as prevailed in the 
summer of 1931 is a rare phenomenon, as mentioned in Chapter III. 
It was not so complete even during the post-war crisis in 1920- 
1922, and far less pronounced dm-ing the major trade fluctuations 
before the war. The explanation of this recent uniformity is 
probably that the forces making for business depression have 
been unusually numerous and strong, while the power of resistance 
has been relatively weak, owing to the tendencies making for 
instability in the world economic position in the years preceding 
the depression, to wliich refei-ence was made in Chapter II. 
Further, for a variety of reasons the world is much more an 
economic unit than it was before the war or during the post-war 
period of disorganisation. 

On the whole the second group of countries, which came into 
the depression late, suffered Tittle dui'ing 1930. Towards the end 
of that year, however, and in 1931, the rate at which the slump 
was proceeding in these countries does not seem to have been 
lower than elsewhere. 

An attempt has been made in Chart 32 to illustrate some of the 
fundamental relationships between the various couixtries with 
regard to the spread of the present depression. Countries falling 
under the three first headings may be called “ foyers de crise ”. 
Some countries can just as well be put in one group as in another 
and have, therefore, not be enmentioned at all on the graph — e.g.. 
South Africa, Portugal, Turkey and the Central American States. 
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Russia. 

The position of Russia has been peculiar. The radical change 
in the Russian economic system has rendered this country 
relatively independent of conditions abroad. The absolute level 
of production costs and prices in terms of gold in Russia, as 
compared with those in other countries, need have no influence 
on her foreign trade. Reductions in world market prices, if 
they affect all goods uniformly, naturally do not affect the 
terms on which Russia trades with the world. If she sells at 
declining prices it matters little so long as she can buy at prices 
which drop as much. Only to the extent that the goods she 
imports — chiefly manufactured cmomodities — have dropped 
less in price than the goods she sells — chiefly wheat, oil, skins 
and furs, timber and wooden goods — has she been adversely 
affected by conditions in other countries. While it is obvious 
that Russia under the present economic system is less sensitive 
to trade fluctuations elsewhere than she used to be, it should 
be kept in mind that, owing to the preponderance of agriculture, 
business conditions in Russia were relatively little affected 
by conditions abroad even before the war. (See Chapter VII.) 

As already mentioned, the increase in Russia’s foreign trade 
in the last two years has had a double influence on economic 
conditions elsewhere. On the one hand, her reduced imports 
of raw materials and increased exports of certain foodstuffs and 
crude materials have intensified the slump in the price of these 
commodities. On the other hand, her large purchase of machinery 
and other manufactured goods lias tended to maintain produc- 
tion in certain industries in other countries. While it is clear 
that the favourable and unfavourable effects of this increase in 
Russian trade have been very unevenly divided between different 
countries, it is difficult to estimate the effect which, on balance, 
this change has had on the depression in the world as a whole. 

China. 

The position of^China, like that of Russia, has been of a 
somewhat special character. China is the only important country 
on a real silver standard, and the spectacular drop in the price 
of this metal has had a serious effect on her international economic 
relations. 

The trend of silver prices has been downward for the last 
sixty years. While at the beginning of the last century the ratio 
of the'price of silver to gold was about 1 : 15 and remainwl very 
stable up to the ’seventies, it moved rajiidly against silver when 
a number of countries went over to the gokl standard in tJie 
course of that decade. By the end of the century, the mtio was 
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These circumslinces go i long wiy towards explaining tbe 
drop 111 the viluc of silvir It affected the economy of China 
in 1 double fashion Depreciation of the stocks of silver mv 
certain direct losses for Ihcir owners this of course, was felt 
by British India and some other oriental countries in the same 
way In the short nin however, it hid little effect upon their 
purchasng power as most of the private stocks consisted oi 
silver ormments silverware and jewellery, which, although 
representmg past savings baveprobably afar greater sentimental 
than market value ind are not likely lo be offered for sale except 
under the pressure of penury 
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Chari 33. 

Wholesale Prices in the United Kingdom and Price of Silver. 
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Chart 34. 

Ratio between Wholesale Prices in North China and the 
[Jnited Kingdom, Ratio between the Price of Stlver7 and 
Gold and Prices of Foreign Exchange in Shanghai. 



Sources ; Nankai Weeklij Sl<t>hlical Service. 
The Boiinl of TraJe Journal. 

The JEconomisl. 






d.prcc,at,nq pip r ""J* 

Nalurpllv llu cll rl . t M.cl. .TpS, tha i,cn.ral 

tendei lo nninlun t Hrficr \oluim of jj, part the 

^,ould oth nvisc haNC b.cii possibU - « c to offset m par 
lacKrs 11 kmg for rUclmr . I,^^e 

Th V dm of Chinese esporU lu terms oi „o] m 

droppe i hv a Ulllc mon thm “ flWact that Lhm*^ 

declmed bv about « m fourth In Mi" of the act i» 
sports chicHN raw maliriah the ihclhcr 

more than those of her imports it is to sa> s 

the \olume of exptrls nr of iroimrts has " n^uch 

any case (he Gums traife figures ha\c altered in Mr> m 

Ih: same W-IN as those of maii% other cvportm P*?"'^ 

products and the uinucnce of the restncti\e 

abD\ nnnot base been great in 1030 i^cy 

mnutnee on the Chinese imports of fon-ign .uch, 

may Inse had has been due uol lo the .Irop 
but to the failure of domestic prices to a ‘a 

foreign trade is oiilj 2‘2 per rent of tot il world trade and IQC 
smair reduction — if mlecd there was a reduction — of Utma s 
imports owing to the drop m the price of silver can scarc^ 
haU proved a factor of any major importance operating towaro» 
an intensification of the world dipressioii In this conn . 
It mav be observed that the o\i»orts of Japaii and the Lmuu 
Slates to China have fallen off b> about the ramc 
as their exports lo other countries The decrease m 
exports lo Cluna from the United ICingdom, 
considerably larger On the other hand it is probable that cert 
countries such as India the exports of which compete to so 
extent walh Chinese goods on the world s markets, have be 
advcrselv ailcctcd by the depreciation of sileer 


D Relativl. Cuvngls in I’rodecers and CoNSOuens 
Indostrics 

Chang s in business conditions arc always to soineextenl due 
lo a lack of balance Ixlwten production and cousuiuplion oi 
coniinodilics or services There is a widespread popular behei 
that a lack of balance of a very simple sort developed dunng 
the years before 1029 and Ud to the present depression Ihc 
argument is as follows 
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The capacity for production outran the capacity for consump- 
tion and thus it became impossible to sell the goods produced 
at profitable prices. Hence the only real remedy is to reduce 
productive capacity — • e.g., through a shortening of the 
working day. It is not difficult to show that this opinion is 
not well founded. While the demand for certain commodities, 
such as wheat, may be strictly limited, the ability to consume 
goods in general is practically unlimited. 

Others hold the view that a lack of balance developed between 
supply and demand, not for goods in general, but for certain 
classes of goods. During the years before 1929, it is argued, 
productive capacity increased too much in certain industries 
and too little in others. That this should happen to some extent 
is inevitable, as production is planned to satisfy a future demand 
which cannot be accurately forecast. Too much capital and 
labour was drawn to certain industries in which consequently 
capacity could not be fully utilised. This reduced total output 
and total national income and thus to a greater or less extent 
the demand for all commodities. As a result, surplus capacity 
eventually appeared in other itiduslries also. One reason why 
too much capital went into certain channels was that the effect 
of rationalisation on .productive capacity only became evident 
some years after the majority of manufacturers had begun to 
rationalise their plant and organisations. Thus not long before 
the outbreak of the depression it became apparent that the 
productive capacity of certain important industries had been 
much increased in a number of countries owing to the policy of 
rationalisation pursued simultaneously by the manufacturers in 
those industries. They had all at the same time taken measures 
to increase the effectiveness of their plant, but the consequent 
increase in the capacity of these industries only became evident 
a couple of years afterwards ; in many countries not long before 
the present depression. Among economists who hold this 
view opinions vary, howevei’, regarding the actual way in wliich 
investment was misapplied. Some consider that capacitj^ had 
been too much increased in the older industries for the products 
of which demand could not be expected to increase very largely. 
Others believe that loo much capital was invested in new indus- 
tries, producing motor-cars, wireless apparatus, etc., as the 
demand for such durable consumers’ goods was uiflated through 
profits from stock-e.xchange speculation. Others again assert 
that there was a disproportionate investment in industries, 
whether new or old, which were most prosperous during the 
boom. 

A special form of the theory that investment was over- 
conservative is that savings had grown more rapidly than the 
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— i.e., producers’ equipment and durable consumers’ goods — 
and the output of non-durable consumers’ goods. In the present 
section, an attempt is made to throw some light on this question 
through a study of the production and prices of various classes 
of goods during the depression and the years preceding it. 
It is unfortunate that material throwing light on the other 
aspects of the problem — namely, the relation between savings 
and total national income — is not available. For many reasons 
the figures for savings deposits, issues of new shares and bonds, 
etc., are entirely inadequate for this purpose. 

No attempt will be made below to verify any of the theories 
mentioned above or to discover an explanation of the recurrence 
of business cycles. For this task a detailed analysis of conditions 
during earher cycles would be required. This volume is con- 
cerned only with a description of the course and phases of the 
present world economic depression and the reasons for its 
exceptional severity. 

For the purpose of the following description of the principal 
changes in the morphology of production in recent years, it is 
important to distinguish between producers’ and consumers’ 
goods on the one hand and between durable and non-durable 
goods on the other. By producers’ goods are understood 
manufacturers’ equipment and materials required for the 
production of this equipment. Consumers’ goods are both 
materials for the production of consumers’ goods and finished 
consumers’ goods, which can be either durable (motor-cars) 
or non-durable (food). Savings are invested in durable consu- 
mers’ goods and in manufacturers’ equipment, but can of course 
be used also for an increase in the stocks of any Icind of commo- 
dities. The classification is thus as follows : 

I. Producers’ goods. 

A. Materials for the production of capital equipment 
{e.g., iron and steel). 

B. Manufacturers’ equipment {e.g., machines). 

II. Consumei’s’ goods. 

A. Materials for the production of consumers’ goods 
(e.g., cotton, w’heat). 

B. Finished consumers’ goods. 

1. Durable {e.g., clothing, w’atches). 

2. Non-durable (e.g., food). 

Composite indices of industrial production which group 
together producers’ goods on the one hand and consumers’ goods 
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The development from quarter to quarter in 1929-1931 may 
be seen from Chart 35. 

In the autumn of 1928, output began to contract in the 
consumption industries. Producers’ goods industries did not 
follow suit ; important branches of production — e.g., the iron 
industry — continued to expand until the middle of 1929. 

Indeed in June, production in these industries was 18 per 
cent above the 1928 level. This was partly due to the fact that 
foreign markets were very favourable to Germany during that 
period. In the middle of 1929, the demand for capital equipment 
on the world markets slackened and real investment declined 
within Germany, Thenceforward the output of producers’ goods 
ch'opped much more rapidl}’' than that of consumers’ goods. 
Figures for the utilisation of capacity point to the same conclusion. 
Statistics of persons wholly unemployed in other than seasonal 
trades show that the degi'ee of unemployment was about equal 
in equipment and consumption trades in the middle of 1927 ; 
during the following year, it rose in both groups, but more in the 
latter. The rise in the two groups was parallel from the summer 
of 1929 until the beginning of 1931, when an improvement took 
place in tire consumption trades, while the situation in the 
equipment industries became more and more grave. The 
building industry did not experience the usual seasonal revival 
and added a heavy contingent to the army of unemployed. 

A pair of indices showing the aggregate production of produ- 
cers’ and consumers’ goods is also available for Poland The 
movement of these indices, which are adjusted for seasonal 
valuations, may be seen from Chart 35 ; the annual indices, 
shifted to the base 1928 = 100, are as follows : 

1928 1929 1930 

Producers’ goods 100 99 79 

Consumers’ goods 100 94 79 

Polish industry was most active in 1928. Since the beginning 
of 1929, there has been a downward movement, which was rather 
slow during 1929, but gathered speed in the first quarter of 1930 
and again a year after. Tlie equipment industries passed the peak 
a little earlier — at the end of 1928 — • than the consumption 
trades, but the output of the fonner in 1929 fell by only 1 per 
cent as compai’ed with 6 per cent in the case of the consumption 
trades. The subsequent variations have been considerably 
wider in the equipment industries. The aggregate fall from the 
1928 level to 1930 was equal in both groups, but the output 

‘ The indices cover mining, metallurgy, engineering, chemicals, mineral manu- 
facturing, wood, building, textiles, clotiiing, leather, food, paper, graphic arts. 
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of the equipment industries dropped much more heavily in the 
beginning of 1931. 

The relative changes in the output of equipment and consump- 
tion industries have been analysed by the Swedish Committee 
on Unemployment. The material used is comprehensive, covering 
practically all the industries of the country. The mdices are, 
however, only annual and do not extend beyond 1929. These 
annual indices, based on 1915 = 100, are as follows : 

■ • 1927 1928 1929 

Producers’ goods 122 129 150 

Consumers’ goods 124 132 143 

The equipment trades had been developing more rapidly 
than consumption trades since 1924, but not until 1929 had 
they advanced more since the basic year than the consumption 
industries. Calculations relating to the production per hour of 
work in both groups go to show that the process of rationalisation 
had been more intense in the equipment trades. 

In the Swedish monthly index of production of the Svensk 
Finanstidning, the equipment industries are well represented, 
but most of the important consumption industries are not 
included The movement of production in the former may 
be seen on Chart 35. 

General industrial activity in Sweden increased rapidly in 
1929 ; the culminating point was reached in January 1930, but 
a high level of activity was maintained throughout that year. 
In the first half of 1931, production fell sharply. 

To judge from the unemployment figures, - the drop in output 
has been much the greatest in industries manufacturing producers’ 
goods. Between the spring of 1930 and the summer of 1931, 
there was little change in the figures for unemployment in the 
textile and tobacco industries, but in the iron works and the saw 
mills unemployment rose rapidly. 

The Board of Trade indices for the output of certain important 
industries in Great Britain are given below (base, 1924 = 100). 


Iron and steel and products . . . 

1928 

102 

1929 

114 

1930 

89 

Engineering and shipbuilding . . 

113 

121 

117 

Textiles 

100 

99 

79 

Food, drink and tobacco .... 

102 

106 

105 


‘The index comprises (a) iron ore, iron and steel, wood, wood pulp, paper, 
superphosphates, and (b) tobacco manufacture and malt liquors. It will be 
noted that textiles are omitted. 

‘ For statistics of unemployment see Table 116 on unemployment by groups 
of industries in the Slalistical Year-Book of the League of Nations, 1930-31 ; the 
table has been supplied by the International Labour Olllce. 
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Tlic nioNtment in ^atcr detail on Charts 3G 

peak m productive attivitj was reached as 
second quarter of 1929 m the iron and steel industry, then m 
food and drink mduslrius then in textiles, while s 

the hi£±est figure, is recorded ui the first quarter of 19dU 
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and steel w-as somewhat higher than that attained by ’ 

but the subsequent dcchni has been much heavier ,, 

Th(. percentage of trade unionists out of work in the m 
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Metallurgical industry 
Colton industry 
Drink mduslnes 


llarch 

1928 


20 3 17 G 

9 2 11 5 

CO 0 7 


26 1 
27 I 
9 5 


45 H 
36 5 
13 0 


It should b*. noted that unemployment decreased as betwe 
March and March 1929 in the metallurgical 
mcicased in the two consumption tndcs In the two last yea 
under review, unemployoicnt has mcrcasvd all round, and rain 
more in the cotton tlian m the metal industry ,, 

Tin. developments m the United States may be convcmcmO 
illustnUd by the Fidiral Reserve Board indices of the 
of four rcpriscntitivc industries Tlic indices arc 
stasoinl varnlions and have been converted to the bts 
1928 = 100 



192S 

1929 

1930 

Iron and steel 

100 

109 

SO 

\utomobilcs 

100 

123 

77 

Tcxtiks 

100 

107 

85 

Food products 

100 

99 

95 


Thisc indices and Charts 36 and 37 show th it Uic depres 
Sion his been much luavur m the iron and steel and motor-car 
industries than in the others . the low output of these induslncs 
m Dll I mb*, r 1930 is sinking Tlic fluctuations lu the food 
industry are relatively small \ccording lo a recent cslinialCt Ihc 
output of consumvrs goods m the Umltd States declined 21 
ciul frrm Hit first liajf of 1929 lo March 1931, while ‘be 
ccrnsiiondmg dtdiiu in the output of producers goods 
o7 pir cent U motor-cars arc excluded the dtclmt in ‘be 
urvt group IS much smaller 
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Chart 36. 

Production of Ikon and Steel and of i^IoTon-CARS. 
(1928 == 100 ). 



Sources : Federal Reserve Board. 

Institut lUr Konjunklurlorscliung. 

London and Cambridge Economic Service. 
Sialistique ginirale de la France. 
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Chari 37 

) ro»i rriov op TtMiixs and LcAtiirn ano ''nous. 
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The variations in factory employment shown on Chart 38 
point to a similar conclusion. 

The statistical evidence that has been examined shows 
that in the equipment industries the fluctuations have on the 
whole been broader, the expansion greater and the subsequent 
depression deeper than in the consumption industries. It has 
thus broadly corroborated the generally accepted view on 
changes in production during the business cycle. 

It is more difficult to state whether changes appeared earlier 
in the equipment industries than in the consumption trades in 
each successive phase of the cycle. 

The industries in which the most vigorous progress was 
recorded in the years preceding the depression were, on the one 
hand, equipment industries, both old and new — • iron and 
steel, mechanical and electrical engineering, shipbuilding, etc. 
— and, on the other hand, “ new industries ”, producing both 
equipment and consumption goods, but more especially the new 
forms of durable consumers’ goods, such as motor vehicles, 
electric and wireless apparatus, gramophones, rubber goods, 
etc. The “ old ” consumers’ industries expanded much less, 
if at all, during 1928 and 1929. After the turn of the business 
cycle the tendency was reversed. The leading equipment indus- 
tries were most seriously affected, although production of elec- 
tricity and electrical engineering to a large extent escaped. 
The “ old ” consumers’ industries have generally suffered less 
than the other group ; the “ new ” consumers’ industries, on 
the other hand, which produce durable goods such as motor-cars 
and wireless apparatus, have felt the effects of the general 
slump almost as much as the equipment trades. The semi- 
durable goods such as textiles have declined less, and that of 
non-dur£d)le goods little or not at all. Thus the production of 
goods requiring savings has been much more restricted than that 
of goods which ai-e not bought out of savings. 

It is not possible to draw any conclusions regarding changes 
in the total volume of real investment from the above figures 
for the output of manufacturing industries alone. These figures 
would suggest, however, that during the years 1927-1929 the 
vloume of investment was increasing much more than the output 
of non-durable commodities. This impression is confirmed by 
the fact that building activity seems almost everjrwhere to have 
been unusually large (ChapterV A). Again, the export of equip- 
ment goods such as machines from the leading manufacturing 
countries grew rapidly in this period. This would appear to 
indicate that investment in other countries has been expanding 
also. The world production of iron and steel increased rapidly 
from 1924 to 1929, but has since declined to about one-half the 
maximum monthly figure. 
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F <no 1 u 10 % yjNT < ri t»»n I"** I sjbics !•» tliE 
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\ue'l mate of the amount of capital mNcsttd m conslruclioo 

much 1 cry rail%\'a\s motor-cars, farm implements and liNtslock 

in the tjiuled St ics 1 ats to the coiiclusiQii that it tended to 
rise from 19’’ I to 1929 inclusive although there was a iiolice- 
ahle set back m 19 7 In Germaiiv tola) rial investment 
excluding stocks of commodib s, rose rapidiv from 1924 to 
192^ * It IS not surpnsiDit that i large p. rt of this capital 
seems to have been invested in a waj winch assun ed a contimad 
nse in the standard o! living md cons qucnllv in the demand 
fg for theatres cineinis restaurants Vn ovcr-cslimation 
of future demand is of course characlenstic of boom penods 
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The general impression obtained from the somewhat scanty 
material examined above and certain other sources of informa- 
tion is that, in the years before the depression, an increasing per- 
centage of the national income was being used for real investment. 
One may thus speak of the existence of an investment boom. 
This large investment may have been one of the factors which 
intensified the ensuing depression (c/. Chapter VII) during which 
investment has fallen off with great rapidit3^ 


Prices. 

The effects of the relative changes in different branches of 
production on the price system and the movement of the prices 
of the various groups of producers’ and consumers’ goods enu- 
merated above may now be briefly analj'sed. The first obstacle 
to such an analysis lies in the fact that only a few countries 
publish price indices of producers’ and consumers’ goods in a 
form which can be used for the purpose in question ; indeed, 
such data are available only for the United States of America, 
Canada, Italy and Germany. 

The price movements shown by the indices for the various 
countries ^ mentioned during the years preceding the present 
depression have been influenced by certain factors of a special 
kind. Thus the year-to-year price movements of materials for 
consumers’ goods (largely textiles and foodstuffs) are greatly 
influenced by crops and do not genuinely reflect variations in 
consumers’ demand. Again, in many countries the materials 
for producers’ goods have been subject to a more or less effective 
monopolistic control, so that here variations in demand are 
generally reflected in output rather than in price. Indirectly, 
these factors also affect the supply and the prices of the finished 
goods. Hence the price movements of the various classes of 
goods do not vary as they would do if they were influenced 
exclusively by the changes in demand and in productive capacity 
which occur during the business cycle. 

In the table which foIloAvs are set out the relevant indices 
for the four countries mentioned above. The classification 
under the various headings is approximate ; it is not identical 
%rith that used in the indices as originally published ; columns a, 
d and e represent finished commodities, while b and c are raw 
materials and semi-manufactured goods. 


* The Indices for Canada arc ofTicial ; those for the United States are published 
by the N.ition.il Bureau of Economic Research ; those for Germany by the Instilut 
fiir Konjuuklurforseliung ; .ind those for Italy appeared in a special article In 
Uii V’lfa Scononiica Ualtana, March 19 J 1 , 



It IS noUceabk that iii al\ lour countries lor winch data arc 
available the prices ol producers crpiipnient or manulacturers 
materials for producers cmiprnent rose somewhat m tlic last 
stages ol the boom period while prices for consumers goods 
and materials for these goods were already mo\uig downivards 
In Sweden where the tendency of tlic price LmI was downwards 
m 1927 1929 pntes of producers equipment and materials for 
equipment dropped less than the prices of consumers goods 
and their raw tnalenals Wages rose mori, m industries producing 
commodities of the former type 

The German indices for producers equipment show fewer 
and smaller fluclualions than those for other countries as they 
consist cliufly of goods such as iron and steel limber etc 
whose nnccs arc determined on ngional markets and are Urgcly 
controlled bj cartels A mon. detailed examination of the 
monthly indices for Canada shows lint the price of producers 
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equipment dropped quite regularly throughout 1927 and the 
first half of 1928, while consumers’ goods as a whole were fairly 
steady. Producei's’ equipment began to rise in price in the latter 
part of 1928, while finished consumers’ goods, after reaching 
their highest point in September 1928, tended to fall and rose 
again only in the last stages of the boom ; the prices of producers’ 
equipment continued to rise throughout 1929 and the first 
months of 1930 and dropped only in May of that year. 

In the United States, prices of materials destined for capital 
equipment reached their highest level (in the three years 
considered) in March 1929 ; during the rest of that year they 
gradually receded. Finished consumers’ goods as a whole rose 
between the beginning of the year and September, then dropped 
swiftly. Durable consumers’ goods (other than foods) were gradu- 
ally falling in price throughout the year, while non-durable goods 
(foods) rose very sharply between April and September. 

The price movements of these various groups during the 
depression may now be considered. In the table which follows 
are set out indices for the three countries for which figures for 
1930 and 1931 are available. 


Table VII. — Price Indices of Producers' and Consumers' Goods. 
(June 1929-June 1931.) 



Year 

Producers’ Goods 

Consumers’ Goods 

Produc- 

ers' 

Equip- 

ment 

[Material 

tor 

Equip- 

ment 

Material 

for 

Consum- 

ers' 

Goods 

Finished Consumers’ 
Goods 

Durable 

Non- 

durable 

Canada 

June 1929 


1 

92.2 

91.2 

96.7 

(1926 = 100) 

1930 

91.4 

82.5 

86.4 

94.2 


1931 

89.1 

62 


80.2 

70.1 

U. S. A. 

June 1929 

If 

)6 


175 

147 

(1913 = 100) 

1930 

1^ 

\3 

111 

166 

136 


11931 

If 

J1 

89 

148 

109 

Germany 

June 1929 

138 

138 

147 

172 


(1913=100) 

1930 

138 

132 

119 

161 



2 1931 

131 

119 


142 



‘ April. 
’ May, 
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It .. obMous llmt m all ca,ta consumm 8“°''’ 
aitdiiMi-darabU hatt falbnmor. “ P““ uS:^ in 
both th^ fimhut tquipraenl and Ihe ?,*, Ijfc raw 

mnnuficturi! i; them This is chicfh due to the fnet hat t ^ 
raaur U tor consumers gomU in P-'"'™'”,.'™''.'-,,'™*™! 

nndt stiUs h n 0 droppr d much more in price tliM the ml ra 

and nitds sThicli form Ihi basis of producers 
Th pne s of rams of file latlcr commodifies arc ^1 

r Iioinl martits and as nlrcidj inenlioncd hnse been sub] 
m mans parts of the isotld to onenll'S . “ nlai 
\ccoulinoh os shown abo\e tlu major fluclualioiis tak p 
III output rather than in pnee Tlius the price movtincn 
tlu opposite of whit might ha\c been expected as 
the presumably greater decline in tlu. demand for proa 
equipment than for consunurs i,oods 

In Canada prices of producers Lquipnicut fell bs on*' . 

0 per cent hitw in June 1920 and June 1931 . those of , 
reads for consumption fill b\ 2S pir cent and of other g 
ready for consumption b\ 12 percent In this country pnc'^ 
building and construction malirnls fell by 16 per cent in 
Lmtcd Stalls the malcnals for capital equipiiunt fell in P« . 
by 16 per ccul between June 19W and \pnl 1931, whuc t® , 
reads for consumption felt bv 26 per cent and consumers coo 
other than foods b\ 10 pit cent la Girmany. pncis 0‘ 
materials for producers good» fill by 1 1 per cent between Jn* 
1929 and Mas 1931 those of finished producers goods fell u> 
5 p r cent and consumers i,oods other than foods by I" pot* 

It ssall also be obscrsid that contrary to what might be exp« 
ted iion-durabk consumers goods (chuflj foods) hasas fa**® 
more in pnee than durable goods This docs not, howisc , 
indicate a greater intensity of consumers demand for the latter 
the raw materials for foodstuffs base, m general, fallen more 
than those for other consumers goods , further durable goous 
are usually highls manufactured for reasons gisa.n elsewlitre 
in this \olume such goods gcncrallv fall relatncly litlli in price 
during a depression 


E Tiic Inflexibiuts of the Economic Sxstcm 
IN Relation to the Depression 

The inability of the economic system to adapt itself rapidly 
and smoothly to fundamental changvs m demand supply* 
technique saiangs etc is a condition of maladjustments 
and depressions Fixed capita! cannot suddenly bo made 
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liquid and re-invcsted in a differenl form. Hence excessive 
investment in certain branches of industry affects the capacity 
for production for a considerable time. Labour also is frequently 
unable to shift easily from one occupation to another, and, for 
several reasons, a change in production often takes a long time 
to effect. Tariffs and other obstacles to international trade 
constitute a special impediment to smooth adaptation. They 
enhance the difficulty of adjusting trade balances — for example, 
to a change in international capital movements — and thus 
contribute to economic and financial difficulties such as have 
been described in earlier sections of this report. If the adaptability 
of the economic sj^stem were greater, depressions would be less 
severe. Tendencies towards over-production in certain industries 
would more quickly disappear. For instance, if after 1929 
the output of foodstuffs had been slightly reduced, the prices 
of such products might have been maintained on a higher level 
and the violent shift in incomes to the disadvantage of the 
farming population have been more or less avoided. The situa- 
tion of manufacturing industries would in consequence have 
been less disturbed (c/. Chapter VI A above). 

Maladjustments within the economic system usually call 
forth their owm corrective — a change in the relative prices of 
commodities and seiwices, tending to make the necessary re-ad- 
justment profitable. If adaptation is impeded by severe friction 
■ — ' for instance, if supply is very inelastic — then a change in 
demand will bring about a greater movement in prices than 
would have taken place had the adaptation been more easy to 
effect. In a sense, the function of a decline of prices below costs 
is to call forth a reduction in supply. For instance, a decline 
in rubber prices tends to bring about a reduction in the number 
of rubber trees planted. 

A price decline of this land may not take place, even w^here 
capacity of production is far in excess of demand, if supply is 
restricted through some form of monopolistic control. Such 
restriction is one way of remedying an excess of supply which 
would otherwise be corrected by a re-adjustment of production 
through the medium of price changes. Experience seems to 
prove, how'ever, that it is essential to the smooth working of 
the economic system that there should be some relation betw'cen 
the quantitative and price adjustments effected in different parts 
of the economic system. If, for instance, a sudden and consider- 
able reduction in demand leads to an organised restriction of 
supply and consequently a maintenance of the prices of certain 
products, but, at the same time to a heavy decline in the prices 
of others, the situation becomes to some extent unbalanced 
and unstable. Such conditions may arise if the prices of certain 
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r™ matcnals and acni mannIaUurcd i,oods nrj. ““{"‘“'"'J; 
whik imccs of fii ish \ commodiUcs nrt nllov-cd lo drop 1 

such circumslincs Ihc priws of T5'\hJ“lame v.at 

stini manuf clurcil c ods tend lo I dl sharpl> In the same w J\. 

Sy T'rUm may slrenglhu. th-- tendency 10^ 

a dron in oth r w On the other liaiid if prices of fnnf*'*;" 
comm^oditi s m maintained at i high lesel the demand for 
these ronimodilies may he reduced and thus '“dTcctly the 
d mand for nw mat. rials The prices of ^a^v 
m this way he dot ressed mmh more than thiy avouUl be ottic 
wse Further the (juanlily of aii> comn»odity avhicli can DC 
sold at a pegged price is smalkr than it 'ftould be if ttic p 
v.crc allowed lo drop \ qu mlilali\c reduction of this sort may 
have serious re iclions elsewhere Iligidily in the prices 
certain classes of products lends to increase the variations n 
other classes of which the prices arc more flexible 

TTie problem of the classes of prices which have shown llicni 
selves relatively inflexible m llu course of the present dcprcaio 
IS of some importance Many finivlnd consumption godd® ha'C 
been subject to mociopohslic regulation and have varied livii 
or m some eases not at all Such a regulation of pnccs has bWn 
especially common m Germany I inishcd commodities belonging 
lo the group of manufacturers equipment do not seem lo have 
been subject lo such control to any large extent but like Jhan'j 
faclured goods m general they nave declined relatively httie 
m price Several items enlenng into Ihc cost of producing 
finished consumers goods or manufacturers equipment have 
also changed very Utile The prices of ctrlam raw materials 
and semi manufactured goods such as iron and steel cement, 
glass bricl^ and certain clicmicals have on many important 
markets been maintained at a level which is only slightly lower 
than that of 1929 Further the wage rales of manual and other 
classes of labour have in most countries declined little Long 
termmtcrest raleshave also declined rclativelv little - by approxi 
matcly one tenth from the higli level rulmg in the boom years 
Taxation has not been induced — in some eases has even been 
increased — and the real weiglit of specific tanfls and of public 
and pnvale debts Ins been increased in proportion to the decline 
in prices 

How far this relative inllexibihly in certain parts of tlie 
pnee system has tended to mtensify or lo mitigate the depression 
may now be examuied It will be more convenient perhaps lo 
put the problem in a more concrete form and to ask whether 
the output of industry would be increased or diminished by a 
reduction of these rigid pnccs and wages Some economists 
believe that a reduction m costs which would increase the 
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now generally low profits, would lead to an expansion of 
production, while others maintain that a reduction of wages 
and fixed incomes would reduce purchasing power and demand 
and thus intensify the depression. 

In an analysis of this very difficult problem, it seems essential 
to distinguish clearly between changes in the distribution of 
income or purchasing power on the one hand and changes in 
the total volume of purchasing power used to demand commodi- 
ties and setvices on the other. If it is assumed, in other words, 
that the total purchasing power used to buy finished consumers’ 
goods and producers' equipment is independent of fluctuations 
in these price and cost items, then a reduction in the prices 
of finished goods which are now subject to monopolistic control 
would increase the demand for them and lead to greater pro- 
duction. This is true both of consumers’ goods and investment 
goods — i.e., durable consumers’ goods and equipment. The 
increased output of these commodities would involve an increased 
demand for raw materiids and for labour and the volume of 
economic activity in general would thus be increased. 

It is much more uncertain to what extent a reduction in the 
various items which enter into the costs of production of finished 
commodities — that is to say in the prices of raw materials and 
wages and interest rates — would have similar effects. In the 
first place, the effect of cost reductions on the prices of finished 
commodities varies. Certain cost elements have a much less 
direct influence than others on the price at which the producer 
is willing to put an extra unit of goods on the market. Overhead 
costs, which do not vary ^vith the volume of output, are among 
those which, in the short run, are likely to have little effect on 
selling price. Some of these overhead costs arc fi.xed by long-term 
contracts — for instance, the interest on bonded loans and certain 
salaries ; during bad times they are not fully covered and their 
reduction might merely involve a change in the distribution of 
income to the advantage of the manufacturer and have no 
effect on selling-price. In the short run, their influence on selling- 
price is, as a rule, insignificant compared ^\’ith that of the variable 
costs which change with the volume of output — for instance, 
wages of manual labour, the cost of raw materials, power, etc. 
Production naturally ceases unless variable costs are covered. 
As even durmg a business depression selling-prices both in 
manufacturing industries and elsewhere are generally much above 
these variable costs, it is not at all certain to what extent their 
' decline would lead to a corresponding reduction in the prices 
of the goods produced. 

It is probable, however, that in many cases a reduction of 
the variable costs would lead to a coi-responding reduction in 
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Table Mil — Indues of Uutldinj Cosls 
Monlhh Uengv of first half of ^cir 
(I9U - 100) 



Onaan> 1 

l.mli'i suit* 


• 1 

• 

• 

192S 

1929 1 

1990 

1931 

173 1 
171 
17Q 
lib 

19S 

201 

202 

109 

206 

207 

207 

193 


S. good csamilc of the influence of cost reductions can bi. 
found m the hui! ling Iradi because nlinosl nil costs in this 
trade are \anable Reduction m the pnees of building mntenals 
and builders wages would mnkc houses cheaper Hence a 
gi\ en sum of sa\ mgs would la. sufTicicnt to finance theconstruclion 
of a largtr nximlar of houses Tliat the costs of constniction 


M ocb nbet chle Jt» Insl lulrt far KaniunUurfantbung 

* Aihoclalcd Gfn«ral ConIractoK of Anxerka 
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Table IX. 


Imliccs 0 / Ihe C.sh «/ Buildinf, Malmals. ■ 

' I -y.'s? ! w!i“ 


Germany 


Stone, etc. 

Structural steel 

Building timber . . • • 
Total building material 


U;Uy 

Bricks, common, Milan 
Tiles, Milan . . 
Cement, Milan . 


Unitea Slate-. 

Brick house, 6 room . 
Frame house, 6 room • • 
Brick, common, New i oik 
Cement, Portland . • • • 
Lumber, composite . • • 
Structural steel beams - ■ 


May 

loau 


May 

1930 



April 

1931 


Jul\ 

1931 


May 

1931 


, « pi-ice of cement ''^^insT^Fur' 

In the United Kingdom. t^ P to the Himnierof 

unchanged from the surnmc I of ^ jp-icks m Lo 

ther, the prices of building timber 

, uar/srW"'"'' 

Slalislik, July 

Italy : Bollctino 'current Business. 

United States Survej I 



— 2GS — 

ha\e been k pt st ble since llie middle of last jear (car’ur 
mformation n t jublislud) , 

Buildint, waces hiM d^opIH*d^e^vl^tlle Nominal age raies. 
\\h\tii hov.c\ r do not accuratdj reflect actual earnings nasc 
rtfirained nnclitallv unchangedm \ustralia thcUmtedlung o , 

Ualv and Ih Lmted Stales from 1929 up to the spring of Uol , 
in Gernians uid Franct the> base even shomi some mcreasc 
On the basis of the nbo\t reasoning n tentatise conclusion 
can be reached that had building costs dropped radically m 
1930 the chances of a considerable building activity dunng 
\\ou!d bavt been increased Tins question is further discusse 
beifiNv 

\Ithough it IS more uncertam to what cvlcnt cost reductions 
in other industries would lead to pnee reductions and an j. 

\olumc of production and employment there can be no doubt 
that il the assumption made above regarding the mainUnance 
of lot d purchasing power is correct the tendency would be the 
sami as m the building trade , 

Before analysing the validity of this assumption certain quali- 
fications must be stated and the special probltms which ansc 
m connection with retail prices bncflv discussed 

As already indicated reductions m vaiious cost and pricc 
Items would under certain conditions lead to considerable 
changes in the distnbution of income between dijlerenl classes 
of society This would entail a corresponding change m the 

directionof demand Forinstance,wagcrcduction unaccompanied 

by an increase m employment sufticiinlly large to maintain 
unaltered the total income of the working classes would reduc“ 
the demand for goods consumed by these classes, and increase 
the demand for goods required by farmers and otlier social 
groups NMule such a change might he important from the 
point of view of social policy, it would probably have little effect 
on the volume of production for, m view of the substantial 
surplus capacity CMsling iii all branches of mdustrv, a shift 
m demand from one class of goods to another would not reduce 
output in one branch more than it increased it m another 

Il may be added that a reduction of certain costs and prices, 
if undertaken by one country *11006 and not by others would 
increase the competitive power of the export industries of that 
couni ry and thus have a greater effect on the volume of sales and 
tmploynnent than if the same policy wen, simultaneously adopted 
in all countries 

The fkvibility of retail pnees stems to have been relatively 
small m spite of the comparative absence of monopolistic regula- 
tion m the retail trade The maintenance of fixed prices of cert**!!! 
branded commodities has been due largely to regulation by 
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manufacture! s, not by retail traders. A considerable amount 
of friction, however, seems to have prevented retail prices from 
dropping as much, or as fast, as the decline in wholesale prices 
would justify. It is true that if the retailers’ margin is to be 
kept intact or reduced only as much as wage rotes in manufac- 
turing industries, the percentage decline in retail prices cannot 
be as great as in wholesale prices. There is reason to believe, 
however, that retail prices have declined so slowly that the 
margin between the wholesale and retail prices of identical 
commodities on a given day is somewhat greater than it was. 
In other words, the retail price of to-day is based on the wholesale 
price ruling some time ago. 

This increased margin has very much the same effect on the 
volume of sales and production as would result from a forcing 
up of w'age rates during the depression, or the raising of whole- 
sale prices by agreement bet\veen producers. If retail prices 
dropped more, a larger quantity of finished commodities would 
be sold and produced. This is entirely compatible with the 
assumption that total national incomes in terms of money would 
not necessarily be further reduced by increased flexibility, as 
whatever reduction in the incomes of retailers took place might 
be offset by increased incomes for wage-earners and manufactu- 
rers as production rose. 

But no ansAver can be given to the question with which this 
chapter is mainly concerned — namely, that of the effect on the 
volume of production of greater flexibility in the price system — 
until an analysis is made of the assumption, introduced for the 
sake of simplification, that this greater flexibility would not 
reduce the total volume of monetary purchasing power in use. 

It has been explained above that during the present depres- 
sion the volumg of savings has probably been larger than the 
demand for credit for investment purpose. Hence a part of the 
purchasing power has not been used at all, a fact which has 
tended to depress prices and reduce the volume of production. 
Obviously, it is quite possible that a reduction of certain price 
and Avage items might affect both the volume of saAongs and 
the demand for credit, ^ and thus weaken or strengthen the 
tendency toAA'ards a general decline in prices and production. 

Goods are produced for sale at some future date. Hence 
producers in regulating the Amlume of their present output 


'■ This expression is used throughout the volume in a wide sense and covers 
the use of personal savings and of bank credit previously obtained, which has 
not so far been utilised. It should also be borne in mind that an increase in the 
total volume of purchasing power used to demand commodities and services 
docs not necessarily lead to an increase in the quantity of the means of payment, 
but may ordy lead to an increase in its velocity (see Chapter A'lB.). 
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of a greater volum of production mid indirccUv, of purchasing 
powir, and would lhu^ mitigate the depression Whenadtpicssioii 
has begun, the volumt, ot investment lends to fall off as expec- 
tations conccrnuig tht future become less favourable It costs 
of invcstminl do not fall, t contraction of investment is inevi- 
table It is liue that little stimulus to investment is probable 
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busm ss coiidilions were fiooti C\en if they did. 
would ncxertheless be improfilaW© as long as prices of finislicn 
Roods are senouslj depressed, us at present In 
(lustrifs e-anablt costs would have to come down almost to 
uuUuiiR if a\erij,e costs were to fall bcloee the present 
Reductions of such magnitude do not apiuar lo have taken 
place during earlier depressions L’spencnci shows that reCO\cr> 
starts at a tune when profits m low, and tli it it is the 
111 the solumc of output lint makes production agim profitable 
\,s long a.s prices are well in cNcess of sanabk costs, any increase 
in output will of cuiiree benefit the producer 

The interest Ic\cl is also an item of fundamental iniporUnici- 
m the cost of rnl investment \\iiether a certain investment — 
for instaucc, the constniclion of rcsidciilial buildings — 
profitable or not, depends, not only upon the cost of production 
of the houses but also upon the amount of the annual intcixsi 
expenditure involved Reduction of both building costs and 
interest costs bv 20 per cent would make possible a I'd! m the 
annual rent by almost 36 per cent lu the same wav , the purchase 
of very expensive machmcTy which can be used for n number 
of years is the more profitable the lower the rate of iiilcrest 
Hence the fadure of the longterm rate of interest to dtclinc 
substantially is one factor which has tended to reduce the volume 
of investment and to intensify and prolong the present depression 
Tlie causes of this failure of interest rales to drop have been 
briefly examined above m Chapter VC 

The influence of high taxation on the volume of production 
has been much less easy lo determine Unless a decrease m 
taxation — rendered possible, tor example, through a drop 
m the interest on public loans or reduction in the wages 
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and salaries of public ofiicials — affects total purchasing power, 
it merely involves a change in the distribution of income. There 
will be no increase in the volume of services performed by these 
officials in question corresponding to the increase in sales resulting 
from retail mai’gins. On the other hand, a relative reduction of 
taxation on industry in a given country tends of course to increase 
the competitive power of tliis country. Other things being 
equal, it tends to increase the volume of sales and of output. 

It has ‘only been possible in the present section to examine 
certain aspects of the problem of the forms of flexibility and 
inflexibility which mitigate or intensify economic depressions 
and to draw a few tentative conclusions. The present economic 
system is based on adjustments through changes in the prices 
mechanism. Into this mechanism, elements of rigidity have 
been introduced, which affect and to some extent impede its 
working. It is not improbable that, under such conditions, the 
resistance of the economic system towards depressing tendencies, 
such as have operated in the world in the last two years, has been 
reduced and that the system has lost some of its power of recovery. 
On the other hand, as already observed, in certain circumstances 
rigidity of prices and wages may have a favourable mfluence. 
Scientific analysis of this problem, however, and indeed of the 
whole problem of business cycles, is still at an early stage. 
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The weight o! G man imports «t cotlon ‘'"'TiJj-f. “5 ^ 
one tenth from lS7Uo ISTo and muior dtehnes ol abo^ o F 
cent occurred between 1S33 and ISSo md between 
1008 DunngUk prcit-iil recession the reduction has bt^n^ c 
Uk index of protlucUoii m the Gennau cotton ^ 

bi 12 per Csul b l^vi.cn 1928 and the first half of 1931 
^ comparison of the production of mscs menl 
difftcnU on account of the inidequac> of the ,H „5 a 

Tlu building index of the Slatislisliquc P/^VTout 

basis of comparison for Fianci It shows a rcduclio . ^ 

7 per cult belwctn 1901 and 1003 and of 15 P^r a U 
190 j and 1907 and again between 1920 and fu-st 

acliMt> rose in 1930 but decbncd about 7 per cent in I 
half of 1031 ^Mivil'i 

V much more serious contraction of 
Ins Ixtn e\pi.nenccd in the United States NShilc the 
of budding contracts declined by about 11 per cent ten > 
ago and between lOOG and lOOS by 20 per cent the reduction 
during the present depression lias been as follows 


1 V per cent between 1928 and 1929 , 

32 p r ant between 1928 and 1930 , . . ^ 

o2 per cent between 1928 and 1931 (o months) 


la each of the three major depressions of this antury, 
in the Umted Slalca began to recede in the year before the 
in business In oilier countnes also, the turn m building ac 
viiv took place one or two years before the crisis 

In slupbuilding there has been a considerable decline 
acliMty in the last two years, allhougti so far rather less tli 

duniigsomcearlierdepressions Vshaipconlraclionhas.howcv*. • 

taken place in 1931 .. 

For a comparison between llw two post war crises in tn 
U S V. a large mass oi malcnal IS a\ ailahk A comparison o 
the uidias o! production gives the following result In tne 
Umted Slates the volume of industrial production measure 
by the index of the Federal Reserve BoirU declined by 23 
ant between 1920 and 1921 and by 18 per cent between U-J 
and 1930 Mouthlj figures (seasonal vanitions ehmmaleuj 
show a greater decline — ■ 29 per etui in the nine mouths followuig 
June 1920 and 32 per cent between June 1929 and Dcccnii^r 
1930 It thus appears that the volume of production m the 
United Stales has receded more during the present depression 
than nine years ago 


' Federal Uuen a Doard index at contracta awarded. 
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The production indices available for other countries as a 
rule cover too short a period to allow of any comparison with 
previous depressions. Further the various production data to 
which reference has been made above are insufficient as a 
basis for anj’- adequate statistical comparison between the 
present and past depressions. They would appear to suggest, 
. - however, that the recent decline m production, though in some 
cases less than that recorded in 1920-21, is on the whole 
greater than that wluch occurred during most of the depressions 
of the last century, as well as those of 1900-01 and 1907-08. 

The relative contraction of the value of the world trade 
between 1929 and 1930 has been unprecedented, as may be seen 
from the following table : 


from 1873 to 1874 — 6 per cent 

from 1883 to 1884 — 4 per cent 

from 1890 to 1891 — 1 per cent 

from 1900 to 1901 + per cent 

from 1907 to 1908 — f per cent 

from 1929 to 1930 — 15 per cent. 


Between the spring of 1929 and that of 1931, world trade 
would appear indeed to have contracted by about 40 per cent. 
It should, of course, be kept in mind that the decline in prices 
has been relatively great during the present depression. There 
can- be no doubt however that the quantum of trade had also 
dropped more than on earlier occasions as already pointed out in 
chapter V. D. A comparison with the depression of 1920-21 is 
difficult on account of the instability of currencies after the 
war. 

Russian Production. 

As pointed out in previous chapters (V A and VI C), the 
position of Russia has been peculiar ; the quantity of her output 
has expanded to a remarkable extent during the past two years. 
It should be observed, however, that Russia has, wdthin the last 
decade, experienced certain violent and serious trade fluctuations, 
although different in character from the business cycle. 

It is often thought that Russia’s immunity to tlie business- 
cycle depression is a new phenomenon, due to the change in her 
economic system. This can only be partly true, as the prepon- 
derance of agriculture of a rather primitive form in her economic 
structure has always rendered her largely independent of business 
. fluctuations elsewhere.' This also applies of course to other 
countries with a similar industrial structure. 
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Prices . 

Evtr> busuiess-cjcle nxcssion for which 
are avaibbk has been marked by a decline m the general leve^ 
of wholesale prices This dcclinclmbecn “ f,l^SScrisUC 

that It IS regarded by many economisU as the . jaij 

feature of economic depressions The character of u . 

in prices has of course differed m every ‘ .e^rs 

presents certain peculianltes wfucli distinguish it f™"' 

In order to compare fully the price movements of tyj. 

depressions it would be necessary to make a more detailed s > 
of the available data with regard to the latter than lies within tn 
scope of this report Ml that is attempted here is to 
some salient features of the fall in prices during the 
depressions which have occurred since the last quarter ® , 

IQtli century and to direct altculioii to the outstanding poi 
siDulanlv or dissimilarity with the present fill m 

Tlie data available tor pre war depressions which P*^^j 
of such general compansons are very inadequate In most w 
general price indices when thev exist are giscn only as ann 
averages and do not thereforv allow measurements of » 

month movements which are of particular interest m a penou 
rapidlv falling prices Further the price indices constrocie 
during the last century consist almost entirely of crudefooasimi 
and raw materials, while those at present m use often incIuQC 
wide selection of nunufactured goods Comparisons muss 
therefore necessanlv be rough . 

The character of the price declines m the depressions to oe 
studied have varied considerably Towards the end of the lasi 

century whcnthelong timctrendof Ihepncelevelwasdownvvaro, 

tlic fall in prices during a business-cycle recession appears to nave 
been more marked than during periods m which there was a 
longtime upward trend of prices The downward trend, 
which lasted from 1872 to 1S%, was ushered lu by a 
collapse in 1873 The ensuuig depression continued until 18/ 
with only a brief recovery around 187G, and carried price indices 
to about half the figure they had attained lu the preceding 
boom period 

During the periods when prices were moving upwards ns they 
were between 1896 and 1913, the declines which took place 
during depressions were, as already nicntioued, slighter In the 
crisis of 1900 and 1907 for mstauce, prices fell considerably less 
1 cither 1873-1875 or 1884-1886 Dunng the depression 


in the e'U'ly ’nineties, however, the price declive was in some 
countries very small Tlwsc facts are brought out in tlie 
follow mg table, which shows the percentage decline in the general 
level of wholesale prices la four countries for wluch indices are 
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available. It has already been stressed above that the figures 
are more in the nature of estimates than accurate measurements. 

As most currencies were on a paper basis during the years 
immediately after the war, price changes between 1920-1922 have 
a significance somewhat different from price changes during other 
depressions and have therefore been omitted from the tables 
which follow. 

Table I. — Percentage fall in Wholesale Prices. ^ 

(Annual averages of years shown.) 



United 

Kingdom 

France 

Germany ’ 

U. S. .A.. 


Statist 

Stalistique 

Generate 

Wirtschafl 

u.Siatistik 

Bureau of 
Labor 
Statistics 

From 1873 to 1875 

— 14 

— 10 

— 13 

— 7 

From 1891 to 1893 

— 5 

_ 4 

— 18 

— 73 

From 1900 to 1902 

— 8 

— 5 


2 ‘‘ 

From 1907 to 1908 

From 1929 (first half) to 1931 

— 8 

/ 


1 _ 4 

(first half) 

— 28 

i 

— 24 

H 

— 24 


In so far as reliance can be placed on the price indices for the 
19th century, it would appear that the present fall in prices is 
more severe than any experienced during the depressions in 
the last half century before the war. 

It would be of interest to compare also the duration of the 
decline in prices, but unfortunately monthly data for the early 
periods are not available. During the long periods of falling prices, 
the rapid fall seems, however to have lasted longer than during 
periods when prices were normally moving upwards. 

The present price decline has lasted longer than that of 1907- 
1908 or that of 1920-1922. Prices in most parts of the world have 
now been falling almost three years and falling rapidly for 22 
months ; in 1907-08, prices fell for less than a year (in the United 
States only for four months) and then turned upwards, while in 


* Sources : Annuaire stadslique de la France, p. 371, 1929-1931. 

League o£ Nations Monlhhj Bulletin of Stalislics (1913 = 100). 

* Germany : From 1924, new series, based on 1913 = 100, prices m RM. 1875-76 ; 

gold index, basis 1913 = 100 (Wagemann : Slruclur und Rhutmus dec Well- 
Wirtschafl). ■ 

» 1S92. 

* 1901. 
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iq2(V*Jl ihe^ fell m the Lmled States for 20 months m 
manfother countnes for a similar or winesvhat to 

m cirtam countnes. ho^esvr (i e.. tliose 

inflate the r currenc cs) the duraUOQ w-as A pnee 

A more trusUortlij measure of the ® ^eral 

declines m \anous periods than that jf. ,joal 

indcc^ IS to bo found in the pnee moNcmenU of 
commodiUcs In the table ikhich follows is shown 
pnees of scleral important conunodiUes in Germany 
major depressions of Ih. last halfwrcntur> In ea^ case d^® 
IS measured from the highest pomt preceding depression to m 
lowest pomt preceding revival 


Table II — Penenlage Fatt in Commodity Prices in Germany 



Ca.! P g 1 hit 

Copper 1 

Wool { 

Cotton I 

HUn 

lSS-1 Ib-SG 

1 36 , 

19 

to 

■12 

33 

1 30 

1 893-1 S9a 

14 1 

1 

4S ' 

1 H \ 

00 \ 


IdCP 1903 

9 i 

37 

33 

\ 30 ' 



1908-1900 

i 4 


19 

1 2 ;! 

32 


1929 1931’ 

1 9 
! 

1 o 

1 

S 

oO 




It is obvious that the present dcclmc m prices, cn en if nieasu^ 
onl> to the begmmng of 1931 has been more severe than in m 
prenous depressions for all commodities mcluded m the 
table except coal and pig-iron TTie most noticeable contrast watn 
the crises of Uie 19th ccotury lies m the behavaour of coal an 
iron prices Previouslv these commodities were exlremcij 
seosime their prices g«.ncnilly rose and fell before commodities 
m general and fluctuated more widely With the carlcUisation o 
the coal and iron mdustnes towards the beguiiung of the pi^en 
century however the price fluctuations became much narrower 
lu the present depression, coal has fallen relatisely little m pnee 
compai^ with most other commodities on many domestic mar 
kets it has remained practically unchanged and on some it has 
risen 

Prices m France have moved in very much the same way 
as in Germany It is noticeable that m both countries ‘wl^vt 
prices have been maintained at a fairly constant level m tin. last 
few years through tariff increases and other ofGcial measures 


* ATcra^ ol 19^3 cocapared w tli the asenge ot the Crit bait ot 1331 
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Table III. — Percentage Fall or Rise in Commandity 
Prices in France. ^ 


From — to 

Wheat 

Cotton 

Silk 

Iron 

Coal 

1873-1875. . . 

— 27 

— 24 

— 23 

— 25 

— 26 

1890-1892. . . 

— 292 

— 28 

— 15 

— 15 

— 24 

1900-1902. . . 

— 3 

— 8 

— 10^ 

— 20 

— 25 

1907-1908. . . 

+ 9 

— 14 

— 32 

+ 7 

— 9 

1920-1921. . . 

— 592 

— 58 

— 39 

— 65 

— 703 

1929-1 93U . . 

-4- 23 

— ^13 

— 51 

~ 38 

-r 1 


The price movements of important groups of commodities 
in the United Kingdom during the present and past periods of 
depression may also be compared : 

Table. IV. — Percentage Fall or Rise in Convnoditij Prices in 

the United Kingdom. ® 



Vegetable 

Food 

.Aiiimal 

Food 

Minerals 

Textiles 

1873-1875 .... 

— 12 

_ 1 

— 28 

— 15 

1891-1893 .... 

— 21 

-i-. 4 

— 11 

0 

1900-1902 .... 

+ 2 

-r 2 

— 2-1 

— 8 

1907-1908 .... 

1 

-f 1 

— 18 

— 20 

1929-1931’ .... 

— 29 

— 14 

— 21 

— 51 


These indices confirm the opinion that the present decline 
in prices is, on the whole, more severe than in any of the 
major pi'e-war crises. A'^egetable foodstuffs declined hi price 
during the long depression periods in the last century, but not 
during the short depressions before the war. It should be 
observed, however, that, not only in 1901 and 190S but also 
in 1S91, the price of wheat was higher than during the preceding 
boom yeai’. Even in 187-1 it was mauitahied on a relatively high 
level, as may be seen from Chart 39. 


* Source : JSulldtn dc la SlaCistique Cfnirale de la France. 

- ^ 1891-1893. 

= 1920-1922. 

* 1900-01. 

‘Average ol the first half of 1931 compared with the average of 1929. 

‘ Sources .* The Slatisl {lot 1929-310. Journal of Ihc Royal SlatUllcal SocUhj. 
‘ First half of 1929 ami first of half 1931. 
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Chari 39 

V.HOLESALF PrICFS OF MlSCRUJ AND \ POBTABLl. I OOD, 1807 1913 
(Inlcx of ant The Staliti) 
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The output of cereals fluctuated quite differently from activity 
n manufacturing industries as reflected in pig-iron production. 
Such facts lend no support to the theory that variations in the 
volume and value of crops are the cause of the business cycle. 
They do, however, indicate that it is not a mere accident that 
periods of depression have been brief when agriculture has been 
prosperous and the purchasing power of farmers well maintained. 
Moreover, when both agriculture and manufacturing industries 
happen to be depressed at the same time, the recession tendencies 
strengthen one another. 

Of all commodities, minerals have dropped the most con- 
sistently and severely in price during depressions. After the 
crisis of 1873, pig-iron and coal prices fell by about one third ; 
in more recent pre-war depressions they became somewhat less 
sensitive, and often (as e.g. in Germany and France during 
the present depression) non-ferrous metals — e. g., copper and 
tin — fell as much or more than these commodities. In 1908, for 
example, pig-iron fell in price in England by about 10 per cent 
and coal even less, while copper fell by some 30 per cent, lead 
slightly less and tin by 23 per cent. 

It has been shown in Chapter V — above that during the 
present depression the prices of raw materials have dropped 
more rapidly than those of manufactured pi’oducts. This pheno- 
menon is not peculiar to the present crisis, but is one wliich is 
observed in all other periods of depression for whicli information 
is available. It was especially marked in 1920-1921 ; in the 
latter year the Swedish official price index for finished products, 
for example, stood 27 per cent liigher than the index for raw 
materials, and the National Bureau of Economic Research price 
index for manufactured goods in the United States stood 33 per 
cent above the index for raw materials (both groups of indices 
are based on 1913). As recovery from the depression took place, 
the margin between the indices gradually narrowed. During 
the depression of 1907-08, raw materials dropped in price by 
11 per cent in the United States, while manufactured goods fell 
by 8 per cent. 

Particular attention should be drawn to the differences 
between the, price movements of ’ producers’ and consumers’ 
goods in this and previous depressions. It has been shown in 
Chapter VI — above that the decline in the prices of producers’ 
goods during the present depression has on the whole been 
considerably less than in the prices of consumers’ goods. The 
available evidence suggests that this is contrary both to the 
experience of 1920-21 and to pre-war experience. In 1921, the 
National Bureau of Economic Research index for producers’ goods 
fell by 39 per cent, while consumers’ goods fell by 30 per cent. In 



famdt produfirs Luods (including materials) ftll b\ 31 1?cr cent 

and coisumcr^ goods bj 23 pif Cent, producers tquipmejU. 

hosvisir rose in price m 1921 and fell nJaljvely JittJc m i — - 
Offici d mdicc'. for »hi bmUd Stites of America and Gennaiiy 

shoss that durmgtlK rnsLS of 1907-8, producers* goods m the loimcr 

imiiitrs frll h> 15 per cint and consumers’ goods bj 7 per ccul, 
wful rn G( rmaji\ producers’ goods fell bv 24 per cent and eon- 
suimrs goods bv 9 per cent Tlie relali'ely slight decline in 
lli« pncts of produecn. goods during the present dcprci^ion 
IS 1 irg Jv due to ihi. fad that m «n> raw materials for lUese 
romnioeblics, in jwrtjrular iron and site! products, base coine 
more under the control of trasts and cartels, which attempt to 
imintam stable prices m gooil times and bad 

Retail prices deduird much less llmi wholesale pneos during 
the depression of 1920-21, the higher lc\el of the fonner througli- 
oul thi period 1922-1928 lias hetn discussed m some detail m 
a presious section RstaU price indices during pre-war depres- 
sions nre asailablc for ser> few eountrus , such indices as 
hownsir umtonnh indicalt that retail pnccs either did not 
fall at nil or, if tbe^ did, did not fall ns rapulh ns sshoicsaie 
prices In 1903, for example, whoKsale pnees m the umteu 
Kingdom nnd the United States of Amt nca were about 10 percent 
lower than in 1907 . m Digluul, the retail pnct indiN published 
bs the Ministry of [,abour was 2 ptr cent higher, and m the 
United States the retail price mdtx of the Buixau of Labour 
wns 3 per ccut higher Wholesale pncts in England were, 
according to Sauerbeck’s index, more than 5 per cult lower 
in 1902 than in 1900, while ixtail pnccs wire almost 2 per 
cent higher 


Money Rales 

Tlie present depression has brought about a considerable 
decline in the mtes of «hort Icnn moncj \ comparison wnlh the 
presious crises shows, howeser, that this decline has not been 
greater Ihnn at certnui periods m the past The following tnble 
shows the aserage market rale m the >tar of the outbreak of the 
more important enws, the lowest subsequent annual aserage rnte 
nnd thi percentage reduction between the two stars considered 
Although the table gi\cs only ycarlj a\erngts,it shows clearly 
that the present reduction ui nioncy rales is not apprecinbly 
grtntcr than that which occurred dunng xarious depressions 
in the past Open-market rates ha\e dropped by one-halt nnd 
more on earlier occasions , monthly figures of mles on the New 
"York market show a decline of 75 per cent between June 1873 
and Julj 1874 (from 17 to 130 per cent), and of about 70 per cent 
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(from 6.25 to 2 per cent .rate on commercial paper) between 
October 1929 and June 1931. 


Table V. — Open-market Rales during Earlier Depressions. 


i 

London 

New York 

1873 

1875 

Reduction in percentage . . 

4.70 

3.14 

33 

10.25 

5.51 

46 

1890 

1892 

Reduction in percentage . . 

3.88 

1.76 

55 

5.66 

4.13 

27 

1900 

1902 

Reduction in percentage . . 

3.70 i 

2.97 

20 

4.35 

4.31 1 

1 

1907 

1909 

Reduction in percentage . . 

4.49 

2. 28 

49 

6.37 

3.98 

37 

1920 

1922 

Reduction in percentage . . 

6.40 

2.65 

59 

7.12 

4.42 

39 

1929 (1st half) 

1931 (1st half) 

Reduction in percentage . . 

5.08 

2.39 

54 

^ 5.80 

2.43 

59 


The absolute level to which interest on short-term capital has 
fallen during the present depression is, howevei’, exceptionally 
low in certain countries. In recent months, the money rates 
have indeed tended to rise. 

The changes in discount rates are shown in the Table VI 
which requires no comments as the movement has been similar 
to that of open market rates. 

On the other hand, the yield of long-term capital declined 
very little. Years of declining long-term rales have in the past 
usually been follo-sved by years of recovery in production and 
trade. On the other hand, some lime before the turn in productive 
activity, bond yields have usually risen considerably. In the 
recent period of prosperity in the United States, bond yields 
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Table VIL — Bond Yields during Earlier Depressions. 

(coulinued). 



j United Kingdom 

U. S. A. 

Denmark 

1907 

2.97 

4.511 

3.70 2 

1908 

Reduction in per- 

2.91 

4.33 

3.68 

centage 

2.0 

4.0 1 

0.5 

1920 

5.32 

5.88 

6.22 

1922 

Reduction in per- 

4.42 

4.94 

4.94 

centage 

16.9 

16.0 

20.6 

1929 (1st half) . . 

4.53 

1 4.67 

: 5.11 

1931 (1st half) . . 
Reduction in per- 

4.29 

: 4.43 

4.66 

centage 

5.3 

5,1 

8.83 


The behaviour of the long-term capital market in countries 
not given in the table may be studied from the following table 
showing the changes in prices of fixed interest-bearing securities : 


Table VIJI. — Changes in Prices of Government Bonds. 


j Frajice jXetheriands) Germajiy 

Italy 

1891-1893 

+ 7. 03 

4- 6.3 

-f 2.0 

4- 1.7 

1900-1902 

+ 0.6« 

4- 5.0 

4- 6.6 

4- 3.1 

1907-1909 

-}- 3. 1 

4-3.5 

4- 0.5 

4- 2.1 

1920-1922 

-j- 6.6 

4-18.0 

4- 7.91 

4- 3.78 

1929-1931 1° 

4-15.1 

4- 4.0® 

+ 5.6 

-p / . 0 


' 1907-1909. 

= 1908-1909. 

’ Yearly average 1929-1930. 

* Sources : Slalislique Generate dc la France, .innuaire slalistigue. 
^ 1890-1892. 

• 1900-1901. 

'' 1920-1921. 

> 1920-1923. 

» 1929-1930. 

Average 1929 compared wth the first halt ot 1931. 



















— 2>S — 


II appear lhal .he Jears ot the f “Swe 

rr'.zT‘^.r .“.e ™i'a«rs»s 

S‘cL;^a“"fi AL'’Sn “ar.f> t rsrss 

inOuciiccd bv Ihe behaviour ol German 

llK dropmllK i)riMvofshan,s on tlic Amcncan and G^man 

marka. at all eve, Us has been more ‘‘“''"S ? .f Tare 

dcprtssioti than m any previous cnsis Flic index oi 
quolit.ons on Ihc New Vorl Slock pchanBe dropprf W ^ 
iiu Iran. 1S73 .o 1871 29 per cnl Iroin 1SS3 lo 1884, 47 
cent Iron, 1907 to 1908 and 41 per cent Ironi 1920 to 1921 . 
between 1929 and 1930 the drop was 60 per cciil In Germanj. 
prices ol stocks dropped 22 per cent in llic course of a,.u 
11 per cenl belween April 1906 and Vugusl ‘,,t 

decline [rom 1929 to 1930 (animal average) was 21 per ee. 
and b Iween \pnl 1927 and June 1931 about 62 per t^it u> 
France also Ibc recent drop m the prices ol shares appcam eo 
be artaler than during earlier depressions, although the jcmij 
data allow ot oid> approximalc comparison BcUven 
and 1893 pncc.8 ot shares on Ihe Pans Course declined b> 

10 Per cent *, from U09 lo 1902 by 21 per cent, Ironi 1907 to 
1908 by 5 per Cknt and trom 1920 lo 1921 b> about 2o per ce»i 
From 1929 lo 1930 Ihe decluic was about 15 per wnt miu 
continued in 1931 Bclvvccu February 1929 and June i ^ 
there vsas a decline m the prices of slocks ot about 10 per ce^ 
At the moment ot the break on the stock exchanges in IJiJ. 
there was no pronounced credit stringency accompanied by 
rapid nsc in money rales, such as occurred during 
the previous crises, e g la 1873 and 1907 Not even in Oclobc 
and November ot 1929 did money rates m New York nsc a 
high as in 1907 This su^csts that the organisation or uie 
handling ot the finanaal sjslera has been improved 


General Comparison wtUi some Eurher Depressions 

Certain points ol similarity and ditterence between the earlier 
depressions and the present situation may now be brielly exam- 
ined S. companson wnth Ihe post-war crisis of 1920-1922 seems to 
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offer relativelY little interest, as the early post-war years were a 
period of rapid readjustment of the economic organisation to 
peace conditions. For this reason the changes from the produc- 
tion and price levels of the war period have a somewhat different 
significance from the variations which occurred during other 
periods of depression. In view of these special circumstances 
ten years ago, it is surprising indeed that many fundamental 
production and price curves followed practically the same course 
as they have done since 1929, at all events up to the beginning of 
1931. Indeed, if an upward swing of the business cycle had begun 
in the spring of this year, the similarity would have been striking. 

Some fundamental differences must, however, be noticed. 
Most currencies were on a paper basis in 1920-1922, and the 
movements of wholesale price levels in different countries varied 
greatly. In many of tirem the fall in prices was short-lived and 
was quickly succeeded by a rapid inflation, which naturally 
affected the movement of business conditions in the countries 
concerned. For this and other reasons the severity of the depres- 
sion in the second year after the turn varied much more from 
country to country than at present. 

Another difference is that during the 1920-1922 dcpressioir 
the level of wages was in most countries rapidly adjusted down- 
wards. In some countries wages in majiufacturing industries 
declined in the course of two years by as much as 30-10 per cent. 
The comparative ease with which nominal wages were then 
reduced was probably partlj' due to the feeling that a lower 
level of values in general was natural after the war and would 
prove permanent. 

In one respect the reduction of values was much greater 
ten years ago than it has so far been during the presentde pres- 
sion. The decline in bond yields was rapid, and in many coun- 
tries about twice as great as that which has occurred since the 
autumn of 1929. The large drop after 1920 naturally tended 
to stimulate real investment in residential buildings, new plant, 
etc. It is worth noting that the recovery in the investment 
trades (constructional trades,- industries manufacturing pro- 
ducer's’ equipment and durable consumers’ goods) appears to 
have begun very early during the depression and the need 
for real investment to have been great. In some countries indeed 
investment activity was interrupted for only a brief period. In 
the United States, for instance, the potential need for buildings 
was considerable and the number of building permits was increas- 
ing rapidly in the second half of 1921, many months before the 
long-term I'ate of interest reached its lowest point. In other 
countries also, the need for new real investment, partly arising 
out of the postwar economic reconstruction, seems to have 
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bo,n %trv larce, l.ut rent Icgislalion and oUier circniKlanres 
tended Jdiscourose conslrucUoo ot Uw 

U the prcsojit tleiircssion be tonipared “J®, . The 

prJnar pjiod. cvrtam dtHentnces arc =‘ “‘XSw. 1>« 
fticc sislcm. as alrtady menfaned m the 
been much less flexible m recent jears It is tmo i^av 
prices subject to monopolistic re^uJaUou ha\c ^ tov^inls 
licrabli dunnj* the present depression, but f " '.P^, pro- 
wnUol hive much delajed llm simSS 

bablc that MURCs have J^allca less between 1929 and sum 
of 1931 than during some ol the major prc-w.w ® on 

In periods ol Seprcssion bclore the war the 
prices were gcncralh stronger than those on the ® P 

Suction or trade Fhe monopolistic tendencies ^on. 

the war have naturally to some exUut reversed this siluauou. 
as has been shown above with regard to u^n __onijc 

In many other rxspcets, of course, the post-wM _ 

slruclure differs from that of tho end of the 19th or Die 
of the 20th century Tlic extension of the ’^“Tlhe 

sjslem m the last two decades has affected the reactions of 
labour market m most manufacturing wunlnes. _,p»hods 

Another difference is that m agriculture capitalisUc metnoM 
of production have bscn mlroduced to an increasing extent m 
most countries AgncuUure uses more mechanical appiwmj® 
and IS more dependent on conditions on the capital tiiaf , 
U IS therefore likcK to be more afTeclcd by tlie business cj 
than hefore tlie war 


in hefore tlie war . , . 

For Germanv, tlic complete change on the capital marfc.ew» 
of extraordinary importance While Germany was, "“Of® 
war, a capital-evportmg country, able to reduce her net 1®^ ^ 
lending during years of ensis and depression, ber econon 
organisation is now dependent on foreign capital and has to la 
a reduction of capital imports or even a net cfllux of capital m 
periods of crisis 

In some respects there is a striking similarity between in 
present depression and that of Uic eighteen-seventies , in ooin 
«isca severe reaction followed a period of tremendous 
especially in investment trades They were both preceded ny 
a period, of marked tcdmical progress and capital investment 


I investment trades iney were boin prcccucu «j 
a period, of marked tcdmical progress and capital investment 
and by wars and monetary ihsturbances ; apicuUural prices 
fell more rapidly than pnees in general , tbe agricultural crisis 
in the seventies bears some resemblance to the present cnsis 
at least as far as European ^ncuUute is consemed European 
agriculture m both cases vsas feeling the first adverse effects of a 
change uv lire world agncullural conditions In the cighteer^ 
^ventres, as at present, there were fears of a gold shortage and 
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at the same time a series of monetary reforms -which increased 
the demand for this metal. A sudden breakdown of important 
stock exchanges appears to have contributed to spreading the 
depression. The overseas countries like the Argentine, Australia 
and South Africa, however, seem to have remained relatively 
prosperous during the earlier crisis. 

In the ’eighties productive activity suffered no violent set- 
backs. Although the tendency towards falling prices had an 
adverse psychological effect, statistics show that economic 
progress during that period was very large, probably not much 
less than during other decades of the last half-century before 
the war. The fact that European agricultm-e was during the 
whole decade in a very depressed state did not prevent an expan- 
sion and prosperity in other industries. It is probable, however, 
that the volume of real investment in the 'seventies and ’eighties 
did not increase as fast as it did from the middle of the last 
decade of the 19th centurJ^ 

The boom of the’eighties broke in 1890 under conditions of 
serious financial strain. Although some improvement took place 
in 1893, the peaks in the business curves of that year were very 
low. In the United States and the United Kingdom, they did 
not reach the line representing the long-term business trend. On 
the whole, therefore, the years 1891-1895 were one long period 
of depression. 

With the latter half of the decade a period of great prosperity 
began. There was a rapid growth of electrification. The output 
of non-ferrous metals increased rapidly; the network of telegraph 
and telephone communications was more and more extended 
with momentous consequences for business and conditions of 
life. Further, in many chemical industries a rapid expansion 
began which has since continued almost without interruption. 

The depressions which followed — those of 1900 and 1907 — 
were relatively brief. As already indicated, reductions in the 
volume of production were very small, although certain price 
series fluctuated a great deal. The variations in financial condi- 
tions were considerable. For instance, both short-term interest 
rates and stock-exchange quotations were subject to large 
fluctuations. The depression of 1900-1902 was less international 
in character than the others referred to in this cliapter. For 
instance, it was felt very little in the United States, where a boom, 
after a brief interruption, continued up to 1903. 

With these brief reraarlts and certain observations made in 
earlier chapters as a background, certain special aspects of the 
various depressions of the last half-century may he examined 
which serve to throw some light oh the economic events of the 
last two years. 
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C\cn tlK most pronounced dLprcssions “g 

Molrnt booms insc b.cn foU^|.d ^> “"’JJrccov?ry has been 

than Uoyarsaftalhi turn hut in such cases rccov^^^ 

rclativdy svnl and often ^,^51 business 

pression In other v^ords Ihe vfk of the t 
cycle after an «\a{^eralc(l boom h'w Jbe rcMval of 

sSbmerRe I Tins .v is the case for mstmicc 'vi^ 

1876 -which -was unable to relieve 1873.1879 

the depressed lusincss conditions of P . igog laslcd 

Similarly as already indicated ” ““"ac .hf Unt 

for about five years Tlie C 0 U 7 C XlfwS fillowcd 

after the post war dipressioii ot 19^1922 wmc i ^ 

by a penod (f re orRanisaliou ind large in 

IS not improbable that the possibilities of ^P‘ , .w ^pid 
mvcstmciit trades m the last decade cxpl lUis the rclativ y P 
recov ery of business , , _ larctly 

The counc of the vanous depressions ‘ eded 

mfUioi ced by the character of the boom recedes 

them When a fairly long period of very large 
the crisis as for instance 111 1873 — m ... po,nt 

investment has reached a cirlun temporary J.mi 

and m the absence of a wnsiderablc dichi.c jn lo«^ 
interest rales there is no demand for large 
which might bring about a revival of busuuss — ' uie 

is likely to prove especially intense and such 

other hand if the turn of the business cycle comes b^ore sun 
a saturation point is reached the unsatisfied need of ui ^ 
will stimulate a recovery in the industries producing 
goods relatively quickly and thus lend to cut short the p 
Sion On llie -whole conditions wluch make for st^bmcy 
investment lend to smooth out the business cycle wm‘ 
exaggerated investments during certain periods or other circuu 
tances which make it difficult to mamtaui the '^oFn^® 
investment have the opposite effect This is one ^‘oason j 
fluctuations m business conditions after great wars appear 10 
relatively great „,ocont 

The more uiuforra and worldwide character of the 
depression as compared wath earlier depressions seems to be 
partly to the fact that the world has become more of an econouuc 
unit — a fact which lias already been stressed several ^biu 
A comparison with earlier cycles also serves to emphasise ti 
influence of political difficulties and political instability duru t 
the last fe-w years This factor has been of particular importance 
in connection with the wcjkness of the tendencies making 1 
recovery in the summer of 1931 TIus question will be discusse 
m the next chapter 
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It would be superfluous to summarise here all the various 
circumstances which liave contributed to the exceptional severity 
and long duration of the present depression. The importance of 
tv\'o of them stands out very clearly. Agriculture became involved 
in a crisis at about the same time as industries producing raw 
materials and manufactured goods and, owing to the general 
financial instability, the repercussions of the unfavourable condi- 
tions in coimtries producing primary products have been very 
great. Secondly, the present depression, like that of 1873, was 
preceded by a long period of extraordinary activity in real 
investment, and in many directions a temporary' saturation point 
had been i-eached by' the time the business cy'cle turned. For 
this reason, the demand for new investment is now relatively 
small ; recovery' in tins field has been made all the more difficult 
owing to the influence of incomplete flexibility of certain price 
and cost elements, for example the long term rate of interest. 

The first of these factors appears to have been largely respon- 
sible for the rapid spread and intensification of the depressioir : 
the second for the weakness of the forces making for recovery' 
and thus for the long duration of the depressiorr. 

Forces making for Recovery during Earlier Depressions. 

A study of the circumstances which appear to have brought 
about recovery after earlier severe depressions may suggest 
where signs of improvement in the present situation should be 
looked for and even perhaps what measures might contribute 
to such an improvement. 

The factors which would appear to have been in some way' 
connected with the recovery after such depressions are as 
follows : 

A. Factors making for increased production without necessa- 
rily increasing purchasing power in use. 

1. Stocks of commodities may be reduced owing to a greater 
decline in production than in consumption during the period 
of depression. When stocks cannot be further cut down, purchases 
by retailers and others must keep pace with their sales and 
thus increase somewhat. Production is thereby stimulated and 
the increase in purchases may help to create a revival of 
optinrism, which, in its turn, stimulates production. 

£2. A reduction of commodity prices accompanied by, or . 
even occasioned by, a reduction in production costs may make 
it possible to buy -a larger quantity of commodities with a given 
sum of money. Lower prices of certain raw materials and lower 
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jvams ha™ maih ,l jiosiible to [malice laper 
a given sum of savings, just as lower retail pri^ 
consumers to buj mon. conMimtrs’ goods. In otner t 

price reductions have soinituncs led to larger sales and 
production of commodities It is impossible, liowxver, • 
viith arlainly mIu Ihir this lias taken place or not on any I““‘* 
cular occasion j\s explained in Chapter VI E, cost aiid p 
rcductioiu svill have an effect of this sort only when In^y f” 
to nduce the total purchasing i>owxr in use. ami their uuJuencc 
on the latter depends on the circumstances of the ease 


B Factors leading to an increase in the total volume of 

purchasing jiowcr lo use 

1 Such an increase can be brought about through a clwngc 
rclalion bi Ivvi-cn tlu demand for credit and the supply 
savings Circumstances vvhich tend to incre.asc the dtmana i 
capital for nal investment accordmglv tcndtoincivasepurehasi g 
pow^r or to check its dccliiu In other words, increased invcsi- 
ment IS one means b> which purchasing power mav be 
iVs cxpl lined ui Giaptcr VI L, one vvaj of increasing mvcsuncni 
IS to reduce costs in the investment trades , real iiivcstincnt » 
hkilv to expand tar more than ui proportion lo an> tvducUon 
effected An expansion m investment activity after i penod oi 
depression has sdso sometimes bieo called forth by new 
and other forms of tecluucal progress, rcndcruig profitable me 
adoption of jkw machines and new methods of production 
requiring capital investment Moreover, owing to the small 
amount of new investment duruig the first part of a depression, 
a need for certain forms of invcslmciit — for instance, in ouilding 
— dev clops This has occurred during most of the major previous 
diprc&sions Tin. more insistent that need, the greater has, ^ 
a rule, been the stimulus to invest capital In other words, the 
existence dunng the depression of a reservai of investment 
ixquiremeuts hta been a factor making for early and rapid 
recovery It matters hlUc from this point of view whether the 
mvLstmcjit is in producers invcstnunt goods or m other invast- 
muit goods — le, dui^lo consumers” goods, such as motor- 
cars, funuturc, etc. Naturally, consumers often postpone 
purcliascs of the latter class ol commodities duruig the first 
part of the depression, but the tact that this demand has been 
merely postponed may had lo au mcruise la purchases after 
a lime. 

2. Total purdiasing power in use mav also be increased by 
a reduction in the percentage of the national income which is 
saved Such a reduction leads to an increase in tlie demand 



for consumers’ goods in comparison with a supply of such gobds, 
unless production has changed accordingly. Hence the prices 
of such commodities tend to rise. Demand for credit and thus 
demand for investment goods is not reduced but rather increased 
under such conditions. In general, recovery in one group tends 
to stimulate recovery in others. Not only does an increased output 
of consumers’ goods lead to a growth in investment, but this 
growth in investment tends to increase employment and 
purchasmg power and thus the production of consumption goods. 
This is, in fact, the reveme of the process which takes place 
when a depression has begun. 

3. Purchasing power may also be increased through a 
growth in the demand for credit to buy consumers’ goods. ^ This 
might occur, for instance, if manufacturing industries were 
forced to pay higher wages and obtain the means of doing so 
through increased bank credit. There is no evidence to show 
that this has ever taken place on a considerable scale. On 
the other hand. Governments unable to balance their budgets 
have often borrowed instead of increasing taxation. In such 
cases the borrowed money has been used to maintain demand 
for consumption goods. 

As already mentioned, the information available regarding 
earlier depressions is so scanty that it is impossible to ascertain 
what rdle any one of the factors mentioned above has played 
in bringing about recovery in each individual case. The general 
impression obtained from a study of eai’lier cycles is, however, 
that in most cases a stimulus towards recovery lias come from 
increased investment. Such an increase as already stated has 
been mahdy due to : (1) A reduction in certain price and cost 
items, both in long-term interest rates and in wages and raw 
materials in investment trades ; (2) Technical progress which 
has called for the production and installation of new equipment 
and the development of new countries ; (3) A need for new 
investment due to tlie I'estriction of investment activity during 
the depiession. In this respect building activity seems to have 
been especially important. Since the eighteen-nineties, in 
, countries for which infoi'mation is available, building activity 
has regularly fallen od before the turn of the cycle. During the 
real boom years, credit conditions have been stringent, interest 
rales high and capital for the financing of construction has been 
difficult to secure. Hence some time after the outbreak of a 
depression, under the combmed influence of reduced interest 
rates and costs and an accumulated need of new building, 


‘ This, of course, comes to very much the same as 2 above for it involves a 
reduction In net national savings. 
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conslmctional -iclivitj has bctn resomca 
acU\ily appears to ha\c occurred only a year or 


crises of 1900 and 1907 i » i -is early 

Uiiiltd Slates such a revival took J J 


In the Uiiil(.cl states suen a levivai iwn. 
as 1921 not much mon than a \ear :^ter the 
severe post t\ar depression In the following years, inv 
m motor-cars roads and eleclnfication vserc also 1:^6° , 

luLhly probable, as already mentioned above, um u 
ice%f a need foi^ sudi larg/ and such varied mvtslmen^ 


seems 
existence 
was an 


was an important factor in bringing about a speedy 
In other countries as well as In the United States 


n oiner coumnes as wen as ui _ 

ti these years were very considerable in manufacturing in 
partly owing to the fact that mvv machinery and equjpinjui 


paniy owiliu lU me lai-L Uiai m — , . 

mucii greater cllicicncy than those of pre-war days were p 
tlie market Old machinery vsas accoi^ingly replaced on a i b 
scale The liquidation of less eflicicnl ftnns on this as on many 
other occasions left room for an expansion of the capacity 
thos that survived , . y... 

Railway building and investment in railway equipment n 
been one factor other tlian housing that has played a . 

m the development of the business cycle This factor wm 
course of more especial importance m the last century 
the last decades before the v\ar a large part of such 
occurred in other countries than those which supplied the capii«* 
The capital-exporting countries found it more profitable to open 
up new countries — for instance, through investments m commit 
nicalions of diflcrent sorts — Ilian to lav est at home The 0^°®” 
Uius obtained for Ihcir export iiiduslncs naturally had very 
much the same influence as if investment had taken place wathii 
their own lerntory, although temporary transfer dilTiculties may 
have occurred . 

The rapid increase in population bad much to do with this 
growing need of investment Housing and communications 
were of course most directly affected by this factor 

To what extent increased sales owing to pnee and cost 
reductions have contributed towards recovery during the earlier 
depressions it is difficult to judge It seems not improbalile, 
however, that this factor has contributed to revival on certain 
occasions — m particular in the cightcen-aghties, when m some 
countries no marked increase m real investment seems to have 
taken place during the Crst years of recovery 

The effects of a reduction m cost owing to increased elTiciency 
may be quite different It lends to increase the volume of 
production but if it docs not involve more investment it is 
doubtful if it stimulates conditions in other industries and thus 
coulnbutcs to a general recovery 
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Lack of data also makes it impossible to say whether the 
exhaustion of stoclis has been an important factor in stimulating 
a revival of business prosperity. 

-Many economists attach great importance to the existence 
of what may be called a cyclical movement in human psychology. 
After a period of pessimism, business men tend to regard 
recoveiy as natural, and in preparation for this recovery begin 
to buy more freely. 

The fluctuations in real investment may be illustrated by the 
chart 40 , which shows the change in the volume of invesment 
in Gennany. Although available data relating to investments 

Chari 40. 

Investment and Consumption • in Germany 1863 - 1913 . 



‘ Chart prepared, by the Institut far Konjunkturforsehung. 

The index of investment comprises consumption of copper, lead, zinc, pig-iron, 
asphalt, new railroads built, joint-stook companies formed and new bond issues. 

Index of consumption comprises consumption of meat, herrings, coffee, lea, 
tobacco, colonial fruits, textiles and imported furs. 


arc mcamplclc tmd the acUal 

exaegenud on the chart, this chart «-r^cs to gNC a 

mdicaiion of Uu Undericii^ n^hp^ron^m ln\cstmcnl activity 
must hue been connected wth the m vv-ag and 

A hiav-v didine in interest rates and a reduction m v ^ 
ru\-indenal imecs filled to call forth 9ny snbslnnthl mcr 
[rpmStc meltment m Gennany In the 
eolume of invistmcnt, as already j'aj face« 

Scondly the agncullural depression counUrocted the Icn^^ 

tovsards expansion clse>shere A authonlics 

ineestiucnts m this decade -ixcrc elle'ctcd 1931 

In Mew of the fore going considerations the sduah®" »n 
appears in some respects rather serious It ancert^am hctu ^ 
commodity slocks ha\e been reduced to such a degre 1 
stimulus from a tendency lo\iards replenishing tb“" 
expected until recovery is vvcll under way 
Again conditions do not seem to favour a i,ia^ jn 

m investment The very large 

most countries m the years preceding lOp has 1 .«_.?mis 

cap icily almost cvcryvvhcrc, and it is not clear in 
mw investment should be made m the near future 
active not only until the oulhrenk of the cnsis.hutin so^e “K 
one or two years longer While this liclpcd to . 

depression during mS, it has reduced the chances of an X 
increase m construction and thus of a stimulus to recovery 
that quarter In the second place the cost eductions m i^n 
investment trades hav^bcen very small relative to price _ 

elsewhere and the long-term rale of interest has decline X 
hlUe In the third place capital is not flowing freely to couninc 
■where Ihcrt might be a need of new investment It is J 

above all, by lack of conlideiice, wluch malvcs capilnlisls dern 
hv^i risk premia Finally, there is a widespread feeling ol u 
cunty in business circks regarding the future course of inc p 
level Many Tind ground for anxiety in the gold situation ^ 
many are convinced that, if prices continue to fall or ' 1^. 

nse htavy -wage reductions will be iiecess.ary , strikes and loc^ 
outs wall occur , the burden of debts wall be increased and many 
other difficulties will arise 

In forming an opinion as to the chances of a real 
m the near future, it should be borne ui mmd that the 
making for recovery may be strengthened and the conditio^ 
radically altered by organised efforts of a national or interna- 
tional character 



Qiaptcv Vlll. 


THE SITUATION 


IN THE 


SUMMER OF 1931. 


dra^tir mves has 

one anolUer .very Uiat m™*’ “4^ J,vn, but 

to decline since Ap depression had improve- 

appear that the the ^vhich had 

many competent obse ..gmial seasonal mo 

ment over and stales of A^mejica and^^m 

taken place ^ Unfortunately, financial 

countries would ^ -phe existence of a 

have not been of a long .these failures 

strains, the c banks in certain nurely financial 

number of failures of percussions. ^°^ .,^r6le Muring the 

have had 'vorldwide rep®^^ 

circumstances se®m in earlier important Austrian 

last four months tha ^ gnts by ^iai condition of 

The suspension of pay ij^ the financia to 

bank in of Germany also the“ enormous 

•Austria, and the portion ^ pait of ten 

apprehension, n short-term, v/ithdrawn in the 

foreign ’^.^’^^fipcember 1930, had I’®® position of the 

milliard marks m Dec foreign As confidence 

course of the spring- much "W® ^ j still further in May 

Reichsbank as a result ha „ „nv declined sUi , been 

S^SucialstabUlty o G^Uds ooulujuedj Jt^ba 

and June, withdrawals of fore seven months ^vithdrawn. 

estimated that, during gbort-term for many of the 

million marks of difficulties for m . 

These withdrawals cieateU „ that Ml 

commercial banks. president Hoo debts should be 

The proposal "“f J^ep'Suoas and svar debt 
payments on account o P 
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Till iiiimi-Jnt. n. in llii , , comnioJllS 

I nil, cl! n ot til RMMl m “■'“'V"'? ,V °?„"lo«lllg 

pncis svvillb MinbiJm n)«a? touM Ur ib!> m U\c lolio«» b 
'"“ihi- r MMl (I contulLmi wrt 

spit, ff Uu fait that thi H^‘clisbai0.oinintnl lar^ n^^^ 

(C 0 rnilli u m irks) tJiroubh thi Uank Troup, 

in iitv crtniu Ciutral Uuiks ami n Ni« ^ork bitanc*” h P 
ttu luniin I position s\as \»r\ unrittaut- i».imvmeiiU 

Oiu ot Ih most iinnorlmlGam mbanUsUspcKJcd I .jy 

m till bi^^uimns ot Juh and llu Kr»'d> of ‘ 
mcriasid Tu protect tlic ydi stoc.%, j,[s, 

ri crscs of tin lUirlishauk which lit spilt of ‘tit u^w * 

Ind dtcliued aloiit U)00 miHim marks suict ‘he btR>wvu^^ 
ot till \car sivca rtslrirlious wtr» plated 1 , - 

ot tonii,n cxchaiibi "ind m ihv wiUidnwil of depos 
Carman eununcrud banks nd savmp bmks ^mt d 

During Uic lirst Inlf «f Vu^uM coadiUoivs o« the “ 
market btcninc siifihtlj more uonud Tht lo 

wlmh Ind been raised to 15 jar tint was nwih , 1, 

10 pir cent Till, stock oicJian*,*-'^ «» 0»ninn\, 

had been tlostd lorlj in Jul\ did not nMijaii If'. 

N\ir«. opitvcil btUitn German and fortiui banktrs v'dh “ , 
to pfcNciitmfi furthir withdrawals of (otxiRn funds and to rtp » 
loans which were to fill dui m the near futiin Hast 
kid to in agrtcnunl which is to inn for a paiod of six 
Ncitrllitless llii tunncial situation of Ginnjn> lowaros t 
end of \U|,ust w is still higliK mstcurc 

Serious financiil dilficuUics wen, nlso tX{Kritnced >n 
oUiir couiUnis In j^cmril Uic position of thi. 
debtor States was less stable than iirlicr m tin. deprcssioi 
This IS rtlliclcd for inslinri, m thu quotiliuns of the bonds 
these countries on the stock cxchii^cs of tin. leading capital* 
exporting countries , 

The financial position of iniUN debtor countries m oluc 
conlincnls had ilnadj bcconn. craxc long before the sunimcr 
of 1931 k number of them Ind bem obliged lo depart fronj 
the f,old standard and the currencies of some of these continuca 
lo depreciate ‘ In icrtim cases the sirMcc of the foreign debt 
obligations wis discontmuid 

All these fmancial disturbances lacMlablj ifliclcd the 
London money markcL Dunng the spring and early suinmur* 
short term funds mo\cd toward London ind the open market 


• Se* Table Itl below 



— 30 ^ „ 9 09 

1 from 2.59 per cent m 

rate there fell to almv eve of ^ ^'^^largely 

per cent in June, ^’^•^^(jrawn fro’^,H°^Pvr)ort a considerable 
L^vever, funds 7g®Xnd v/as o^iged ^ ^2.60 per cent m 
and the Bank of g^f^^^^market rate lose ^ ^ July 

amount of gold. During the ^land -was £ 

Tnlv (monthly average). Bank „pnt A credit ot 

gdd about 20 P ^ the Federa 

by no less than £^2 mio ^.^^gBaiUc of Bngi France, but 

£50 million vjas f York and ®Slov/ as the outflo 

s jstt-i. sSsrsS “ 

That the recovery summer my 


Germany 

Austria 

Hungary .••■’’ 

United Kingdom . • • 

France 


\.^A 

per cent 
10 
10 
9 

4 % 
o 


Uniteu ivuigtiut" . . . 

SdsiuWCNew'^orii). ■ • ; 
Switzerland . • • • 


The opeo-market totes gS?%iutties 

Thev rose rapidly m ^ countries, b 
■TV.(o maumtude oi m b ^g rise is - 


r£€5s;|d sr&tke.ouds. 

mined gold, vveie Fiance. 

■ , v» a'""'"" ““' 

t Source : League o/ Nations. 



In Jmie and Juh pract.c dl> U*' T,''“V"T™h"aUe « 

Niluralo son t coiiiiLncs reduced tlmr 

nvstcad of their gold slock, bal uilh much the sam 

theu Qnanci'd position 


Talk I! —Changes inihe GoldResmesoj CeilainCenlral Danins 

(000000s) 
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The finajicial dilTicuttus are also n.IIeclcd in 
notes in circul ition. In mm) counlnes whirc stringent nione j 
conditions pre\aikd, the note issue increased suDsiaiH / 
from June to Julj A\cragc note circulation in Jul> N'as m 
that ol the pres loua month b\ 1 per cent in Germany, 0 P<J" n 
in Auslna and M per cent m Hungny . . ^ 

Tile dcpieciation of certain currencies is illustrated uy i 
followmg table In some of the South Amcncau countnes m 
in Australia no further dipremlion has taken place m rcci 
months, neserthclcss the donnmard nio\ement of prices n 
further ^c'lkened their rmancial position v 


Talk III — Depreciation of Certain Currencies ^ 


(Percentage discount) 



On 
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> bourn League «I Nations SToilblff BuIUtin of Slot r( a 
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The yield of domestic Iiigh-gmde bonds rose slighthy in the 
lending countries, but much less than that of bonds of borrowing 
countries, as sho^vn in the following tables. In other words, the 
risk premium on foreign bonds increased considerably, a fact 
which reflects very clearly the weakening in confidence. 


Table IV. — Index Number of Bond Prices.^ 
' (1928 = 100). 



New York 

London 

Paris 

6 V 

98.2 

95.8 

110.9 

3 VI 

! 96.7 

9-1.2 

! 110.6 

1 VII. 

98.1 

96.5 

108.1 

5 VIII 

97.4 

i 92.9 

110.5 

12 VIII . . . : 

96.9 

92.3 

110.4 


Table V. — Price of Foreign Government Bonds in London. “ 

(In Shillings ) 



Argen- 

tine 

4 % 

Recess 

Austria 

* /O 

Inter- 

nal. 

Brazil 

6 ‘4% 
1927 

Chili 

6% 

1929 

China 

5% 

1912 

Hun- 

gary 

74 % 

India 

44% 

.\Uf- 

tralia 

nr 

*J ,0 

20 V . 

8214 

941/. 

531/. 

741/; 

43 


791/. 

70 

3 VI . 

781/, 

101 1/2 

44 

681/. 



741/2 

68 

10 VI . 

82 

102 

551/, 

721/, 

41 

98 

75 

69 

17 VI . 

82 

102 

561/, 

661/, 

41 

931/. 

74 

69 

24 VI . 

851/. 

88 1/2 

60 

6514 

44 

961/, 

75 

69 

22 VII. 

81 

1031/. 

64 

56 

46 

88 

76 

781/2 

18 VII.I 

751/, 

80 

591/, 

35 

43 

78 

74 

741/. 


The changes in the quotation of the German Young Loan, 
as shown in Chart 41, are significant. A comparison with table V 
shows that the quotations of other European and South- 
American foi'eign bonds followed a broadly similai- course, 
although the fluctuations were less considerable. 


*■ Source : Index Number Imtitule, Incorporated. 
* Sowce : Ecoitanmt. 
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a art 41 


Y LD OP T«E YoUNO I OAS I** LOSDOS 



Source Tl t Ceonomlit 


The sprmt on Ihc Slock nvchaiifec cimc to 

in March ami v^as. succeeded by T dow-jneard moNcnmit m 
countries as m\y be seen Irom the Chart 12 » .up 

uas inUnsihed iii May and \cr> lo^> leech 'were reached at tn 
beginning of June On the aimouiiccmciit of the Hoom-T proposa 
the markets rallied sliarply but after a •week or twolhcdovniwnt 
ino\einent -was resumed In the hr«t Inlf of \ugust » 

on the slock exchai ges were relatively quiet and the level o 
quotations in most counlnts was a litll nbovc the lowest point 
reached in June 

The available figures for business failures in the IcamUo 
countries show no increase compared with last year 
•would appear to indicate that the banking system Ins been 
able to maintain sufficient flcubiUty to avoid financial break 
down of business firms on a large scale On the other hand, 
the number and importance of bank failures seems to have 



Stock Makket Piuces in 1931 
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Source : Index Numbers Institute Inc. 
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increased not onlv ni Mime I uropcan borrosMiia 
also ,n the I luted Slates Tile fmai.cial P"®'*"™ “Ij 
Ins been lurthcr sscakuicj but the number ol forced sales 
of foniis lias a I so f it ti ached senous 1 , under 

Inltnialional capilal i»o\«.mcnls Imt beta "nit 

llu luflueucc of (he c\inls xxhicli \vcrc tkscnbctl at ° 

of llus diiiUcr Whik the moNcmcnls of liquid funds jm 
\tr\ largi the lick of conlidtncc has 
ion idirabk issues of h iig Icnii loans for foreign 
ih I lilted Kingdom the amoiml of new issues ^nrres- 

11 the setoud quirtcr was oiilj one InU “i,* ,* fd! 

ponding period of hst \cir while m the Lnited Sta ii.„ 
to nearls one-fiftceiilh U is uoliceabie however, tha 
i-oursc of Uic first half of the >car bnnee lent ‘“■6®^^“"',,-,.,. 
certain South C islern European countries In all 
of this sort Uit risk premium has been vcr> ^ 

There are signs that towmU the ciid of the ^'^ttimcr conii 
m llu fmujitnl slkbiliU of Lurojic had been so shaken ^ 

biiami uicrcasmcU diiRcult evtn for Arst class financial no . 

uid business firms to obtain renewal of short lemi cixdiU &t^ 
by bankers in the fuinncnlly strongest countries Ibis 
one of llio most serious aspects of the fiinncial 

The figures for new capital issues wluch are given 
table below indicate that the volume of mvesUnent um » 
the second quarter of 1931 has been on a lower level than uunna 
Uio first quarter of the year except, possiblv, m Gemnnv * 
the United Kingdom ‘ind the Unilid Stales the total for u 
second quarter of 1931 is only about one third of tlic figure 
for the corresponding period of last year 


TflMe V/ — Capital Issues * 
(000 000 s omitted ) 



Wance 

Tum)^ 

Li lied Kingdo n 
(i.) 

Lmled SUlc» 

1$) 


Volul 

Total 

Total 1 

1 ore gn 1 

Tolal 

{•orcigu 

1930 

1st quarter 

2nd quarter 

6927 
4 746 

220 5 
939 

GO 6 
72 3 1 

1 

33 3 
33 7 

2115 

2718 

297 

171 

1931 

Isl quarter 

2nd quarter 

6021 
4 239 

136 8 
330 9 

4o 3 
2o 5 

21 0 
IS 9 

1 233 
960 

1 117 
33 


Source League of Nal ons VenU fa Bufiel a o/ Sl<il si es 
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Produclion. 

It is clear from the above account that financial conditions 
have been much aggravated since the spring. Tlie downward 
movement in produclion, on the other hand, has been less pro- 
nounced. It is true that the spring revival in industry has 
not continued ; but Hie recession in the course of the summer 
has been relatively small. On the whole, the second quarter 
of the year has been a period of stagnation in production rather 
than of intensified decline. (See the production charts in Chapters 
lY and VI—D.) 

The figures for uiiemplojanent point to much the same 
conclusion. 


Table VII. — Unemployment. ^ 



{ 

Germany* j 

1 

h’ranec ‘ j 

Ualy*» i 

1 1 

Uniled ! 

Kingdom ^ ' 

United 
Slates * 

1030 

1931 1 

1930 1 

1 1931 j 

1 1930 






April i 

2,7861 

1 

4,358 

11 

69 

372 

670 

1 

1 1,309 

2,027 85.5 

I 

74.5 

Mav 

2,03-11 

•1,053 

12 

57 

367 

035 

! 1,339 

2,01984.51 

74.1 

June 

2,670 

3,954 

10 

51 

322 

574 

1,3^11 

2,037 83.6! 

72.2 

July 

2,765 

3,990 

9 

51 

3-12 

638 

1,405 

2,07481.6! 
1 ! 



The situation has, however, been very different in various 
industries. On the whole, those producing consumers’ goods other 
than motor-cars have been able to maintain tlic level of output 
reached in the spring. In some countries the production of 
these industries is even higher than last year, while in tlie rest 
only a slight reduction has taken place. For mstance, m the 
United States the output of shoes, silk, rayon, cotton goods 
and tiles has increased considerably and is much above the level 
of the same period in 1930. In some cases — for instance, in 
the boot and shoe industry — the increased demand would 
seem to be due to the fact that delayed purchases can no longer 
be put off. In Germany, the index of tlie output of textile 
goods (1928 = 100) rose from SO in the first quarter to 87 as 
an average for April and May. Poland reports an increase in 
the production of textiles of nearly 10 per cent. In France, 
on the other hand, there was a decline of 7 per cent. 


* Source : League of Nations, Monihbj Bulletin of Slatistics. 
- Number unemployed in thousands. 

* Wholly unemployed. 

* Index of employment. 












— 308 — 


tadustnii produciE thi. more forfl 

lr„uf;o. haV— ”'0 d^dme -P* - “d “sS£ 

?/, '.TrceS'-cTefSTo “e' SKy 
cent loner m Julv than m June In the iron and 
a continued decline le erm-uhrre rcporlcd „ cent 

Stales the industrv is unable to utilise more than P cj 
ot Its capacil> The production Lest 

machines is similarlj ajiceled In industries produc 8 ^ 

iiient goods the rate ot dedine seems to be about me saiu 

in IIIL corresponding penot last )car „ .gcsolume ol 

It has already been iiicutioncd in ^apter V that the un 
construction continues to decline (or 

pemiits lease no doubt that this niosemcnl isill coubnuc 
Lme un e It is strikine hoiscser. tliat lu '“"yS 

budding aclisatj has dedmed only to a scry sma 1 eatent 11 
all This seems to be partly due to the fact that capita 
[lad housieS a rclatiNcW safe mvcslmeril 


Tatle V/J/ — BuiWmff icJtvily 



CrrmaDy 

Ottal Dnltua* 

Lnitrd 

States 

awarded 

lOUOs 

ipil) 

Ou idingpcrm.ts 
Nu(ol*r «r 

a|i*rtDirQta 
lOMs onuUed) 

Dulldngperm s 
ClODObOOk 

1 omlltrd) 

Contiacli 


19 ^ 1 st quarter 
2 nd quarter 

1931 Ist quarter 
2 iid quarter 

1 

1 

m 


m 

1 

243 

2 t 0 ‘ 

233 

I8o® 


The %olume of shipbuilding is also declining as sho^Ti in 
Chapter \ Tlie situation is however Nerj diflcrcnt in ddlcrent 


8. laigtr al es 

• &t> larger cltSrs 
» 141 loviTi» 

• 37 StalM 

• April and May only 
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countries. lu the United States and Italy, a definite increase 
was registered in the second quarter of 1931. 


Table IX. — Vessels commenced h 
(Gross tons, OOO’-s omi'.ted.) 



Worlii 

Gre:it 
j Britain 
aiui 

: Ireland 

linitcd 

States 

I 

Germany 

Italy 

1930 : 2nd quarter 

5S0 

230 

5S 

64 

13 

1931 : 1st quarter 

211 

33 

46 

3 

13 

1931 : 2nd quarter 

234 

23 

89 

26 , 

*! 

29 


It would appear that the depression in agriculture continues 
unabated. ' Prices of cereals have dropped considerably since 
the spring, and were in the case of wheat in the first half of 
August 40 per cent below those ruling in August last year, 
although supply conditions seem to be very much the same 
as in 1930. In most European countries, it is estimated that 
the crop will be a little smaller than last year. In Canada, 
the crop is not expected to exceed 60 per cent of that obtained 
last year, chiefly as a result of the severe drought. In the 
United States, and as far as is known in Russia, the crop is 
expected to be roughly equal to that of last year, and in Russia 
big enough to allow for a considerable export surplus. The 
world supply will probably be somewhat smaller than in 1930. 

The conditions of supply of other foodstuffs are also not 
very different from those of last year. A considerable reduction 
in most countries in the acreage under sugar-beet is offset by an 
increase in Russia. 

Prices Wages, Profits. 

The movement in the prices of certain important commodities 
is shown in Chart 43. 

After relative stability during the spring months, prices of 
all important groups of commodities have on the whole tended 
downwards, with a marked interruption in June. 

As in the case of cereals, other foodstuffs have continued to 
fall in price. Dmdng the summer the decline in the prices of animal 


‘ Source : Lloyds’ Register of Shipping. 
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(Aart 43 

\\UOLE?Alt I 1 ICIS OV CFITMN COMMODITIFS ' 



toodstuHs ^^as cspectail> marked but a considerable reco\er> 
took place in \ugust 

Tlie nse m June was ver> consukrable m the case of 
conrmolitics but especially collcc cotton copper and Imd ro*" 
wheat and some other products the decline was onl> arrested . 
m July and August a general dudiuc was resumed Tlie recent 
drop has been particularly pronounced la cotton rubber copper 
lead and petroleum Prices of foodstulTs hnNC been relatively 
well maintained 


Price* Id StulUn$* If not othenefee odcated. 

Soirc* Ccofuunjl MoeAe btrtldedes fntltult /Or honiojillarlotrebana 
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Strong domestic factors in certain countries have greatly- 
influenced the course of the wholesale price level. Its decline 
has been arrested in certain cases. In some countries the price 
indices have actually risen : in Austria, from 107 in May to 114 in 
July 1931 ; in Chile, from 92 in December 1930 to 99 in May 1931 ; 
in Czechoslovakia, from 109 in May to 112 in June 1931. In 
others — for example, in India — the decline in prices has been in- 
tensified. 

Shipping rates rose in May, but during the summer again 
began to fall. In July the index number of the Economist was 
almost 9 per cent lower than in May. Changes in wage rates have 
not been much more pronounced than in earlier periods of 
the depression. It is believed, however, that the manufacturers 
in many countries now consider substantial wage cuts to be 
necessary. While hope was still generally entertained that 
a recovery would come in the course of 1931, manufacturers 
preferred to leave wage rates unchanged in order to escape the 
conflicts which usually accompany considerable wage reductions ; 
in recent months, however, the feeling has been growing that 
with little prospect of a speedy and rapid recovery the present 
discrepancy between cost and price levels must be reduced if 
production is to continue. 

The rise in output in the United States during the spring 
months of 1931 has had a favourable effect on profits, in which 
there has been something more than a seasonal increase during 
the second quarter. Here again the situation has been much 
more favour^le in the case of industries producing consumers’ 
goods. Comparable figures for other countries are not available. 

Trade. 

The figures for world trade in the second quarter are not yet 
known, but figures which are available for certain important coun- 
' tries show that the tendency is still downwards, although the 
rate of the decline seems to be smaller than last year. The reduc- 
tion from the first quarter to the second has been very small in 
Germany and France, the United States and the United Kingdom, 
in wliich it reached 10-20 per cent last year. In the case of India,' 
however, the decline is of the same magnitude as in 1930, The 
German trade balance has become increasingly active under 
the influence of the severe credit restrictions. In July the excess 
of exports over imports amounted to a quarter of a milliard marks. 

The figures for retail trade which have been given in Chapter 
V-A. reflect the relative stability of consumers’ demand for 
non-durable goods and suggest that delayed purchases of certain 
semi-durable goods are now being effected. The increased volume , 



of salci of ( trin in to uinoilitits uud Ihc rclaln tl\ small reducUon 
aggrtgate sik-. is ouo of the most favounblc and hopeful aspects 
of the present situition 

Pufc/if / imina 

Ihe continued dtpression is of cour c only beginning !*> 
show Us full edccls on the slate of public finances during Inc 
prcsint star Ihc yield of taxes is cstrswhtrc dcclnimg nnd 
the diiruulUes m balancing Iht budgets arc coiisidtrablt One 
result has been i tendency to curtail cv]>ci diture on public works 
and thus reduce the \olume of real mscstment 

Tlicse financial difiiculties liasi. made themselves fell not 
only m some of the tmancially weaker States but even in ccidain 
cndi or conntrn-- \mong the factors which help to reduce 
confidcnic m the financial stability of llie world this is one ol 
considerable iniporUnce 

Crncraf Remarks 

During the summer of 1031, as at other limes m the past 
two years, conditions have differed widely from one country to 
another MthougU the relative position of the diflercnt countries 
does not seem to have chang^ very greatlv m the last few 
months m certain countries which have suffered most the 
rate of the depression has been diminished to some extent since 
the early spring, and m others which were favourably situated 
m 1030 such as France and the Scandinavian countries, conditions 
have grovvn rapidly worse 

On the whole, economic conditions stem to have altered 
less during the summer in iioii-Curopeaii countries and in the 
USSR than in the rest of Curopc This has probably been 
largely duo to the fact that Curopc has sullcred from a financial 
crisis of extreme gravity 

It 15 remarkable, however, how little influence this acute 
financial crisis liad exercised on production and trade up to the 
middle of August Financial disturbances which do not lead to 
a breakdown of credit on a lai^c scale and are of lelativcly short 
duration do not neccssanly exercise any considerable adverse 
influence on production On the other hand, if sucli disturbances 
continue, the effects on economic life may be very serious — for 
j tendency of taking capital away from Germany 

should continue, the pressure on the German balance of payments 
will force a reducUou of commodity imports and an increase 
m commodity exports at reduced pnees, with an unfavourable 
influence on international economic conditions One way m 
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which financial difiiculties have tended to depress industry and 
trade is by strengthening the belief held in many quarters that 
commodity prices will continue to decline. This widespread belief 
is indeed one of the principal obstacles in the way of economic 
recovery, and the means by which it may be dissipated is ore of 
the main financial problems of the day. It is a part of the larger 
and indeed the dominating problem how the decline in wholesale 
prices can be arrested a rapid solution of which is necessary if 
an intensification of the depression — perhaps a general financial 
breakdown — is to be avoided. 

It is difilcult to judge to what extent these financial difficulties 
are due to other circumstances than the cumulative effects of 
a long depression and the violent price decline. No doubt 
the extreme political instability and the general lack of confidence 
which has resulted therefrom have exercised a disturbing influence 
on international financial relations. 

The disastrous consequences of the general lack of confidence 
in the world to-day are becoming more and more evident, and 
no considerable revival in economic life can be expected until 
confidence has been strengthened. 



APPENDIX 


Table I. 

New Capital Issues on Foreign Account in the United 
States and the United Kingdom. ^ 

{$000,000’s.) 


. Emissions en 

Issues in 

Europe 

Asie 

et 

Occ'a- 

nie 

Asia 

and 

Ocea- 

nia 

Afri- 

que 

Africa 

Ca- 
nada et 
Terre 
Neuve 
Ca- 
nada 
and 
New- 
found- 
land 

Ame- 

rique 

latme 

Latin 

■Ame- 

rica 

Emis- 

sions 

non 

speci- 

fiiies 

Issues 

not 

speci- 

fied 

Total 

Etats-Unis-U.S.A. : 






■ 


1924 

527 

100 



151 

191 


969 

1925' 

629 

147 

— 

137 

163 


1,076 

1926 

484 

38 



226 

377 


1,125 

1927 

577 

164 



237 

359 


1,337 

1928 

598 

137 

— 

185 

331 


1,251 

1929 

142 

58 


295 

176 

^^9 

671 

1930 

233 

62 

— 

281 

199 

^30 

905 

Royaume-Uiii-Uni- 








ted Kingdom : 








1924 

159 

314 

66 

20 

31 

3 

593 

1925 

53 

216 

72 

10 

68 

5 

421 

1926 

120 

226 

32 

29 

129 

10 

546 

1927 

105 

238 

136 

34 

126 

35 

674 

1928 

161 

232 

SO 

98 

96 

28 

698 

1929 

105 

139 

51 

74 

78 

12 

459 

1930 

53 

195 

129 

■' 

1 

101 

31 j 

529 


‘ libuts for rclundinj; iiurposes, are excluded. The American ligurci refer to 
nominal v.iiue, the BrUish to prices of issue. 

~ “ International Ksiies". 


Source : C. S. llandhaok of Anuricim Undernriting Scmntics. United 
Kingdom — London Joint Oly and, .MidLind Bank Ltd. 
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Table IV, 

World Consujiption of Wheat. 

(Not including quantities for sowung.) 



Consom- 

nialionlotale* 

Total 

consuinp.* 

Population 

Consomin. 
par i5te 
Con ump. per 
head 01 pop. 

Moy. 

A\er. 

1909- 

1913 

Moy. 

.Aver. 

192.=)- 

1929 

Moy. 

Aver. 

1909- 

1913 

Moy. 

Aver. 

1925- 

1929 

Moy. 

Aver. 

1909- 

1913 

Moy. 

A\er. 

1925- 

1929 

En millicrs 
de quint aux 
Qu nlals 

(000,000-b) 

1 

En millions 
OCO.OOO’s 

En 

kilogrammes 
; Kilograms 

Monde entier" — World 







totals 

764,1 

828,4 

1.159 

1.321 

66 

' 63 

Europe 

448.<S 

473 5 

345 

365 

130 

130 

Canada 

22,8 

20,5 

7,2 

9,6 

314. 

214 

Etats-Unis — U. S. A. . 

139,0 

148,6 

94 

119 

147 

125 

Argentine 

12,0 

16 1 

7.1 


171 

149 

Australie — Australia . 

7,5 

9,2 

4,7 

6,3 

160 

146 

Autres pays — Other 







countries 

• 

134,0 

160 5 






* Source : International Institute of Agriculture. 

* Not including U. S. S. R., China and Turkey (for post-war period, Paicstine, 
Syria and Lebanon, Iraq also excluded). 
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TaWo Vn. 

Chakges in the Quantum of Imports and Exports of 
Tr’enty-five Countries in 1930. 

(1929 = 100.) 


Importations Exportations 
Imports Exports 


Algerie • — Algeria 99 118 

Allemagne — Germany 90 96 

■ Chine — China 89 82 

Danemark — Denmark 113 112 

Estonie — Estonia 89 97 

Etats-Unis d’Am^rique — U. S. A. . . 85 82 

Finlande — Finland 91 89 

France 108 89 

Indes n6erlandaises — Netherlands Indies 84 117 

Italie — Italy 92 95 

Lettonie — Latvia 96 106 

Nouvelle-Zelande — New Zealand . . 89 104 

Royaume-Uni — United Kingdom . . 97 83 

Tchecoslovaquie — Czechoslovakia . . 92 96 


Union Sud-Africaine — Union of S. Africa 81 86 
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Taltle \I1L 

CuKNons IN Ql\S-TLJt OP IR-KDI. OF TuBEt Coes-tries tN 
lO'v) AND 1930 <iiV Classes oh Commodities) 

<1923 = 100) 


1 tiBjtcft*t<aas j 

1 tiporta-^®* 

1 ItlJKSrt* 1 

\ L»T*»rt» 

* , jssao 

1 1J23 ! 1930 


/lDjraLi7if-l /Ji — United hingdom 1 | > 

1 Dianes aUmciilaires. boissons el ‘ j ^ J,™. e 

lahaes — Food dnaW and tobacco 1033j IW,9 112,9 lw» 

2 Maliercs preaiiercs et ailiclcs en i | 

majiure partic non manufactures . I 

— Raw materials and articles | * I 

mainlv unmanufactured 1 111,1' 09,81112,9 

3 \rticlcs caUcrcmcnt ou en oia|Aurc 

partie manufaciuris — Articlis, . I . , 

trhoUv Of mamls inaaufacturod ' 101, 4j 104,51 101,3 Sl»i 


imports) 1 

205,9 

103,4 

1>) Total (.iiuportutions > compns les 



reexportations) — Total (Imports | 
including rc^ports) 

105.0 

102,1 

Reexportations — Re-exports 

96,7 



Table VIII {continued). 


Changes in Qu.vNTuai of Tr^vde of Three Countries in 
1929 AND 1930 (by Classes of Cojemodities) (continued). 

(192S = 100.) 



Importations 

Imports 

Exportations 

Exports 


1929 

1930 

1929 

j 1930 

France 

1. Objets d’alimenlation — Food- 
stuffs 

110,1 

115,2 

95,7 

98,2 

2. Mati^res necessaires a I’industrie 
— Industrial materials 

109,2 

112,6 

96,7 

90,0 

•3. Objets fabriqu^s — ^lanufactured 
products 

136,2 

170,5 

100,6 

86,3 

Total j 

1 

114,6 

123,3 

99,3 


Allemagne ^ — Germany ^ : 

1 . Animaux sur pied — Live animals 

1 

103,7 

i 

1 1 

85,4 

104,3 

438,3 

2. Produits alimentaires et boissons 
— Food and drink 

93,5 

85,5! 

124,3 

105,5 

3 . Matieres premieres et articles semi- 
manufactures — Raw and semi- 
manufactured goods 

99,6 

90,2 

109,1 

i 101,5 

4. Articles manufactures — Manu- 
factured articles ........ 

91,6 

77,4 

111,1 

106,8 

Total des marcliandises — 
Total merchandise 

96,4 

86,0 

111,3 

106,3 


Exports include reparations in kind. 




















Liaise nud t ^ 1 

1 MUuri.s pr«.miircs Lmdi fn«tcn.ili 

2 Prodinls iluni»lain.s bnits 
foodstuiT'i 

1 ProJun^ nlmuol'Mri.a maimtacluas 
— NhuiiIarturMl loo UlulT^ 

4 Produits suumunu{aclun» - Stmw 
manuheturt d 

5 Pro iaits rkuu> — I lauhcd iiauuf lo 
lures 

ToUl 


I np«l» { __ 

^ ini 1 I'^VJ j l«3 j 


UKjS G 8 J bSi 
OSO 72.“ oi.r»| 
lOI 1 72,2'l03 9j 77.^ 
nuo TO.TIOl sl 

i 

100 7 s.^b ll2.Q | ^ 
107.5 7lsTu2.i> »’»- 


Ilaj<Jumt~Vnt — Lnilnl Ainyd^ 

1 ProUuils nlimcnliircs, bot&suns cl la- 
bac — I ooil, tlnak and tobacco I 

t 

[QI 2 

i 

! 

1020 

S5.9 

2. 5Klurcs })rcini<!:rvs ct articles cn nia- i 
)curv partii. non manuficlur^ — . 

materials and articles iiuinl) ) 
uanianufactutxd 

lOO i 

S9 7| 
7'jJ 

JUG 

: 91 0 

3 iVrticlts cnUi.rcmcnt ou cn mi|eurc 
pirtic maa(iracluiu> — Atlidcs 
wholl) or niamly manulaclurcd 

1&1.7 

j 

97,l' 

99.l' 

7o 0 

<i) Total (importations d<.in«.urci^ dans 

Ic pays) — (ri^taincd imports) 

1035 

t.91 

^100 7 

7h J 

b) Total (exportations v compns Ics ' 
reo.portati(jfis) — (exports including 
re-exports) 

102.1 

87.1 

100 7 

780 

Rfccxportalions — Re-exporU 

91,7 

72,5 





Table IX ( continued). 

Change in the Value of Trade 
OF Four Countries in 1929 .\nd 1930 
(by Classes of Commodities) '(continued). 
(1928 = 100.) 



Importations 

Imports 

Exportations 

Exports 


1929 

1930 

1929 

1930 

France : 

1. Objets d’alimentatiou — FoodstulTs 

105,0 

94,2 

97,4 

94,2 

2. Matieres n6cessaires a I’industrie — 
Industrial materials 

106,5 

88,8 

96,2 

76,4 

3. Objets fabriques — Manufactured 
products 

125,5 

141,9 

98,2 

84,1 

Total 


98,0 

97,6 

83,4 

Allemagne^ — Germany ^ : 

1. Animaux sur pied — Live animals. 

103,4 

81,8 

117,0 

365,4 

2. Produits alimentaites et boissons — 
Food and drink 

91,3 

70,9 

112,6 

77,0 

3. Matieres premieres et produits semi- 
manufactures — Raw and semi- 
manufactured goods 

99,8 

76,3 

106,4 

89,1 

4. Articles manufactures — Manufac- 
tured articles 

92,6 

73,4 

140,7 

101,7 

Total des raarchandises — Total 
merchandise 

96,0 

74,2 

109,8 

98,0 


Exports Include reparations in kind. 














USW iul4- 






- 331 






333 




Table Ml 

Isucx sUMiiin«5 I »0UUCTI0N (Q nrtirlv 
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Selection of Recent Publications of the Economic and Financial 
Organisation of the League of Nations 

INTERIM REPORT OF THE GOLD DELEGATION OF THE 
FIN.\NaAL C05DUTTEE. 

(Ser. L.o.N.P.1930.ir.26.) 120 pages Price: 3/- §0.75 

SECOND INTERIil REPORT OF THE GOLD DELEGxVTION OF 
THE FINANQAL COmUTTEE. 

(Ser. L.O.N.P.1931.II.A.2.) 22 pages Price: 1/- §0.25 

SELECTED DOCUMENTS SUBMITTED TO THE GOLD 
DELEGATION OF THE F1N.VNCIAL COIDHTTEE. 

(Ser. L.o.N.P.1930.n.34.) 87 pages Price : 2/G §0.60 

SELECTED DOCtrSIEXTS ON THE DISTRIBUTION OF GOLD 
SUBMTTED TO THE GOLD DELEGATION OF THE FINANCIAL 
COilDHTTEE. 

67 pages, 2 inset diagrams and 2 inset tables . Price : 2/- §0.50 

LEGISLATION ON GOLD. 

(Ser. L.o.N.P. 1930.11.29.) 375 pages Price : 12/- §3.00 


THE AGRICULTUILVL CRISIS (Vol. I). 

I. Report of the Economic Committee on the Agricultural Crisis 

II. The Position of Agriculture in Various Countries. 

(Ser. L.o,N.P.1931.ir.B.12/I.) 322 pages . . . Price: 7/6 §2.00 


Commission of Enquiry for European Union 

ECONOMIC DEPRESSION 

Report on Enquiry into Course and Phases oi the Present Economic 
Depression. 

(Ser, L,o.N.P.1931.VlI.4.) 16 pages Price: Gd. §0.15 


Review of the Leqal Aspects oi Industrial Agreements, prepared for 
the Economic Committee by M. Henri Decugis (France^ Nlr. Robert 
E. Olds (United States of America) and M. Siegfried Tschierskv 

. (German^'). 

(Ser. L.o.N.P. 1930.11.11.) 95 p.ages Price: 3/- §0.75 

Review of the Economic Aspects of Several International Industrial 
Agreements, prepared for the Economic Committee by NI. Antonio 
St. Benni (Italy), Clemens Lammers (Germany), M. Louis 
Marlio (France) and M. .\loys Meyer (Luxemburg). 

(Ser. L.o,N.P.1930.11.41.) 76 pages Price: 2/6 §0.60 



PaliUcations of Ibe Economic and Financial Organisatioa 
of tlie League of Nations 


iJiiM fdiUon* nt pTnodirnl publications : 


ST.\TlSTir.\L YE\«-»OnK OP t«E OP X\T10 

IS3(Ktt. 


m wrappers 
bound in rlotli 


l^riee : 7)C S2-00 
t 10/- S3.no 


MCHOU.WDlil ON puooicnox AND TUAllE, 
lOia TO 1020-30. 

(Scr. L.o.N.P.in31 ri..\ lOi 3.3 


> 


In Oif Pr<4S 

llEMOlUNDLil 0\ COMaiEUClAL UANKS 1013-1923?:^- 


llEMOnVXDUil 0\ IVTEItWTIOXAE TUADE AND BAUXCES 
OF PAYMENTS, 1927-1030. 


Volume 1. Revdew ot World Trade (Scr. 

EoNP.imilM I) . . . . 
Volume TI. B.'il.'intcs of lutcmational Pa\- 
ments (Ser. Lo.X.P.imn 

M/IT) 

Volume HI. Trade Statistirs of Sixly-tour 
countries tScr. L.o.N.P.1930. 
n.54'in) 


.{/. Sl.Ofi 
G/- SI .31 
10/- S2.» 


MEMORANDtil ON PUUUC FlX.VNCE, 192G-1023 10/- . 

a supplement to ubirh will lie issued in tite course of the present jci 


MONTHLY KliLUmX OF STATISTICS. 


Annual subscriptions, 12 nuiobm Price : 18/- ' 

Per number , 'gO.t 


ComfJele cafalo^ne sent /rre on opplica/ion. 
rUBIJC.\TIO.\S JJEEAJiniENT, LJS.1CKE Ifi- XiTJ0S^ 
GENEVA 



